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DEPOSITORY INSTITUTIONS ACT OF 1979 



tuesday, seftehbeb 2b, 1978 

House of Representatives, 
Sdbcommiitee on Financial Institutions 
Supervision, Regulation and Insurance op the 
Committee on Banking, Finance and Urban Appairs, 

Washmgton, B.C. 
The subcommittee met at 10 a.ra. in room 2220 of the Raybum 
House Office Building, Hon. Femand J. St Germain (chairman of 
the subcommittee) presiding. 

Present: Representatives St Germain, D'Amours, Cavanaugh, Mat- 
tox, Barnard, and Wylie. 
Chairman St Germain. The subcommittee will come to order. 
When the Financial Institutions Regulatory Act went through in 
the closing hours of the last Congress, several titles, previously ap- 
proved by this committee, had to be dropped. 

This morning we pick up those titles in H.R. 5280. These include 
a number of issues involving the Comptroller of the Currency's Of- 
fice — the so-called housekeeping amendments— and the Financial Reg- 
ulation Simplification Act. H.R. 5280 also includes a new title relating 
to the savings and loan industry and efforts to increase the flow oi 
funds into home mortgages. A section-by-section summary has been 
distributed to the members. 

Since many of these issues have been explored in the last Congress, 
and very fully, and since most of H.R. 5280 tracks familiar ground, 
I am hopeful that we can move this expeditiously. We have a sched- 
uled markup for tomorrow at 9 :30 a.m., and I hope that we can report 
this package to the full committee at that time. 
[The text of H.R. 5280 follows:] 
(1) 
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H.R.5280 



To iTnend the National Bank Act. to provide for (inanrial regulation simplifi- 
cation, and to increase home mortgage financing, and (or other purposes. 



IN THE HOUSE OF REPRESENTATIVES 
Septembeb 14, 1079 
Mr. St Oeemain inlroditced the following bill; which was referred to 
Commitlee on Bankiiift, rinance and Crban Affaim 



A BILL 

To amend the National Bank Act, to provide for financial 
regulation simpliGcation, and to increase home mortgage 
financing, and for other purposes. 

1 Be it enacted by the Senate and House of Represenla- 

2 lives of the United Slates of America in Congress assembled, 

3 That this Act may be cited as the "Depository Institutions 

4 Act of 1979". 

5 TITLE I— AMENDMENTS TO THE NATIONAL 

6 BANKING LAWS 

7 Sec. 101. Section 5137 of the Revised Statutes (12 

8 U.S.C. 29) is amended— 
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1 (1) by inserting before the period at the end of the 

2 last paragraph thereof the following: "except as other- 

3 wise provided in this statute"; and 

4 (2) by adding at the end thereof the following new 

5 undesignated paragraph: 

6 "For real estate in the possession of a national banking 

7 association on June 30, 1979, upon application by the associ- 

8 alion, the Comptroller of the Currency may approve the pos- 

9 session of any such real estate by such association for a 

10 period longer than Hve years, but not to exceed an additional 

11 Hve years, if (1) the association has made a good faith at- 

12 tempt to comply with the five-year period or (2) disposal 

13 within the five-year period would be detrimental to the asso- 

14 elation. Upon a showing of clearly extenuating circumstances 

15 and & highly probable detriment to the association and sub- 

16 ject to such conditions and limitations as the Comptroller of 

17 the Currency may prescribe, such association may expend 

18 such funds for the development and improvement of such real 

19 estate as are reasonably calculated to enable such association 

20 to recover its total investment.". 

21 Sec. 102. The first sentence of subsection (a) of section 

22 302 of the Act entitled "An Act to provide relief in the exist- 

23 ing national emergency in banking, and for other purposes", 

24 approved March 9, 1933 (12 U.S.C. 51b), is amended by 
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1 striking out "at a rate not exceeding 6 per centum per 

2 annum". 

3 Sec. 103, The third sentence of section 345 of the 

4 Banking Act of 1935 (12 U.S.O. 51b-l) is amended bv strik- 

5 ing out "at a rate not exceeding 6 per centum per annum". 

6 Sec. 104. The first section of the Act of September 28, 

7 1962 (76 Stat. 668; 12 U.S.O. 92a), is amended bv adding at 

8 the end thereof the following new subsection: 

9 "(k) In addition to the authority conferred bv other law, 

10 if, in the opinion of the Comptroller of the Turrencv, a na- 

1 1 tional banking association is unla\Wully or unsoundly exercis- 

12 ing, or has unlawfully or unsoundly exercised, or has failed 
IS for a period of five consecutive years to exercise, the powers 

14 granted by this sectJon or otherwise fails or has failed to 

15 comply with the requirements contained therein, the Comp- 

16 troller may issue and serve upon the association a notice of 

17 intent to revoke the authority of the association to exercise 

18 the powers granted by this section. The notice shall contain a 

19 statement of the facts constituting the alleged unlawful or 

20 unsound exercise of powers, or failure to exercise powers, or 

21 failure to comply, and shall fix a time and place at which a 

22 hearing will be held to determine whether an order revoking 

23 authority to exercise such powers should issue against the 

24 association. Such hearing shall be conducted in accordance 

25 with the provisions of subsection (h) of section 8 of the Fed- 
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1 eral Deposit Insurance Act (12 U.S.C. 1818), as amended, 

2 and subject to judicial review as therein provided, and shall 

3 be fixed for a date not earlier than thirty days nor later than 

4 sixty days after service of such notice unless an earlier or 

5 later date is set by the Comptroller at the request of any 

6 association so served. Unless the association so served shall 

7 appear at the hearing by a duly authorized representative, it 

8 shall be deemed to have consented to the issuance of the 

9 revocation order. In th^ event of such consent, or if upon the 

10 record made at any such hearing, the Comptroller shall find 

1 1 that any allegation specified in the notice of charges has been 

12 established, the Comptroller may issue and serve upon the 

13 association an order prohibiting it from accepting any new or 

14 additional trust accounts and revoking authority to exercise 

15 any and all powers granted by this section, except that such 

16 order shall permit the association to continue to service all 

17 previously accepted trust accounts pending their expeditious 

18 divestiture or termination. A revocation order shall become 

19 effective not earlier than the expiration of thirty days after 

20 service of such order upon the association so served (except 

21 in the case of a revocation order issued upon consent, which 

22 shall become effective at the time specified therein), and shall 

23 remain effective and enforceable, except to such extent as it 

24 is stayed, modified, terminated, or set aside by action of the 

25 Comptroller or a revievnng court.". 
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1 Sec. 105. Section 4 of the Act of March 9, 1933 (48 

2 Stat. 2; 12 U.S.C. 95), is amended— 

3 (1) by redeaignating "Sec. 4," as "Sec. 4. (a)": 

4 and 

5 (2) by adding a new subsection (b) to read as fol- 

6 lows: 

7 "(b) In the event of natural calamity, riot, insurrection, 

8 war, or other emergency conditions occurring in any State 

9 whether caused by acts of nature or of man, the Comptroller 

10 of the Currency may designate by proclamation any day a 

11 legal holiday for the national banking associations located in 

12 that State. In the event that the emergency conditions affect 

13 only part of a State, the Comptroller of the Currency may 

14 designate the part so affected and may proclaim a legal hoti- 

15 day for the national banking associations located in that &f- 

16 tected part. In the event that a State or a State official au- 

17 thorized by law designates any day as a legal holiday for 

18 either emergency or ceremonial reasons for all banks char- 

19 tered by that State to do business within that State, that 

20 same day shall be a legal holiday for all national banking 

21 associations chartered to do business within that State unless 

22 the Comptroller of the Currency shall by written order 

23 permit all national banking associations located in that State 

24 to remain open. For the purposes of this subsection the term 

25 'State' includes any State, the District of Columbia, the 
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1 Commonwealth of Puerto Rico, or any territon.-, dependency, 

2 or insular posseBsion of the United States.". 

3 Sec. 106. The second sentence of subsection (b) of sec- 

4 tion 2 of the Act of August 17, 1950 (64 Stat. 456; 12 

5 U.S.C. 214a), is amended by striking out the word "unani- 

6 mous" and inserting in lieu thereof the word "majority". 

7 Sec. 107. Chapter 9 of title VII of the Revised Stat- 

8 utes (12 U.S.C. 1 et seq.) is amended by inserUng immediate- 

9 ly following section 327 a new section 327A to read as fol- 
ic lows: 

11 "Sec. 327 a. The Comptroller of the Currency may del- 

12 egate any powers vested in the office by law.". 

13 Sec. 108. Chapter 4 of title LXII of the Revised Stat- 

14 utes (12 U.S.C. 21 et seq.) is amended by inserting immedi- 

15 ately following section 5239 a new section 5239A to read as 

16 follows: 

17 "Sec. 5239A. Except to the extent that authority to 

18 issue such rules and regulations has been expressly and ex- 

19 clusively granted to another regulatory agency, the Comp- 

20 troller of the Currency is authorized to prescribe rules and 

21 regulations to carry out the responsibilities of the office.". 

22 Sec. 109. (a) Section 5240 of the Revised Statutes (12 

23 U.S.C. 481) is amended by striking out the first two sen- 

24 tences and inserting in lieu thereof the following: "The 

25 Comptroller of the Currency, with the approval of the Secre- 
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1 tary of the Treasury, shall appoint exatniners who shall ex- 

2 amine every national bank as often as the Comptroller shall 

3 deem necessary.". 

4 (b) Section 5240 of the Revised Statutes (12 U.S.C. 

5 481) is amended by adding at the end thereof the following 

6 new sentence: "The Comptroller of the Currency, upon the 

7 request of the Board of Governors of the Federal Reserve 

8 System, is authorized to assign examiners appointed under 

9 this section to examine foreign operations of State member 

10 banks.". 

11 Sec. 110. The second sentence of section 5146 of the 

12 Revised Statutes (12 U.S.C. 72) is amended to read as fol- 

13 lows: "Every director must own in his or her own right 

14 either (1) shares of the capital stock of the association of 

15 which he or she is a director the aggregate par value of 

16 which is not less than $1,(XX), or (2) an equivalent interest, 

17 as determined by the Comptroller of the Currency, in any 
16 company which has control over such association within the 

19 meaning of section 2 of the Bank Holding Company Act of 

20 1956 (12 U.S.C. 1841), unless the capital of the bank does 

21 not exceed $25,000, in which case every director must own 

22 in his or her own right either (I) shares of such capital stock 

23 the aggregate par value of which is not less than $500, or (2) 

24 an equivalent interest, as determined by the Comptroller of 

25 the Currency, in any company which has control over such 
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1 association within the meaning of section 2 of the Bank 

2 Holding Company Act of 1956 (12 U.S.C. 1841).". 

3 Sec 111. Section 5136 of the Revised Statutes (12 

4 I'.S.C/ 24(7)) is amended bv inserting before the period at 

5 the end thereof the following: ": Provided further. That, not- 

6 u-ithstanding any other provision of this paragraph, the asso- 

7 ciation may purchase for its own account shares of stock of a 

8 bank insured by the Federal Deposit Insurance Corporation if 

9 the stock of such bank is owned exclusively by other banks 

10 and if such bank is engaged exclusively in providing banking 

11 services for other banks and their officers, directors, or em- 

12 ployees, but in no event shall the total amount of such stock 

13 held by the association exceed at any ijme 10 per centum of 

14 its capital stock and paid in and unimpaired surplus, and in 

15 no event shall the purchase of such stock result in the associ- 

16 ation's acquiring more than 5 per centum of ary class of 

17 voting securities of such bank". 

18 Sec. 112. Section 5169 of the Revised Statutes (12 

19 I'.S.C. 27) is amended by adding at the end thereof the fol- 

20 lowing new sentence: "Notwithstanding the provisions of the 

21 preceding sentence, a national bank association the oper- 

22 ations of which are limited as provided in the preceding sen- 

23 tence shall be deemed an additional bank within the contem- 

24 plation of section 1842(d) of this title.". 
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1 TITLE II— TERMINATION OF NATIONAL BANK 

2 CLOSED RECEIVERSHIP FUND 

3 PURPOSE 

4 Sec. 201. The purpose of this title is to terminate the 

5 closed receivership fund by — 

6 (a) providing Hnal notice of availability of liquidate 

7 ing dividends to creditors of national banks closed on 

8 or before January 22, 1934; 

9 <b) barring rights of creditors to collect liquidating 

10 dividends from the Comptroller after a reasonable 

11 period of tJme following such final notice; and 

12 (c) refunding to the Comptroller the principal 

13 amount of such fund and any income earned thereon. 

14 DEFINITIONS 

15 Sec, 202. (a) The term "closed receivership fund" 

16 means the aggregation of undisbursed liquidating dividends 

17 from national banks closed on or before January 22, 1934, 

18 held by the Comptroller in his capacity as successor to re- 

19 ceivers of those banks. 

20 (b) The term "Comptroller" means the Comptroller of 

21 the Currency. 

22 (c) The t«rm "claimant" means a depositor or other 

23 creditor who asserts a claim agfunst a closed national bank 

24 for a liquidating dividend. 
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1 (d) The tmn "Uqiudating diridenl" means an amount (rf 

2 moaty in the closed receirership fund determined by a re- 

3 ceiver trf a closed aadooai bank or bv the Comptroller to be 

4 owed br that bank to a depodtm- or other creditor. 

5 TBKMtNATlON OF CLOSES KBCBn'EBSHlP FUND 

6 Sec. 203. (a) The Cmnptroller shall publish notice once 

7 a week for four weeks in the Federal Register that all rights 

8 of depontors and other creditors to collect Uqiudating divi- 

9 dendi from the closed receivership fund shall be haired after 

10 twelve mtrnths following the date of last publication of such 

11 notice. 

12 (b) The Comptroller shall pay the principal amount <A a 

13 liquidating dividend, exduaive of any income earned thereon, 

14 to a claimant, if the claimant applies to collect within twelve 

15 months following the last date notice is published. 

16 <e) If a creditor shall fail to ap|dy to collect a liquidating 

17 dividend within twelve months after the last date notice is 

18 published, all rights of the claimant agunst the closed receiv- 

19 ership fund with respect to the liquidating dividend shall be 

20 barred. 

21 (d) The principal amount of any liquidating dividends (i) 

22 for nrbich claims have not been asserted within twelve 

23 months following the last date notice is puUished or 00 for 

24 which the Comptroller has determined a valid claim has not 

25 been submitted shall, together with any income earned on 
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1 liquidating dividends and other moneys, if any, remaining in 

2 the closed receiverahip fund, be covered into the g:eneral 

3 funds of the Comptroller of the Currency. 

4 TITLE m— FINANCIAL REGULATION 

5 SIMPLIFICATION 

6 Sec. 301. This title may be cited as the "Financial 

7 Regulation Simplification Act of 1979". 

8 FINDINGS 

9 Sec. 302. The Congress finds that many regulations 

10 issued by the Board of Governors of the Federal Resen'e 

11 System, the Board of Directors of the Federal Deposit Insur- 

12 ance Corporation, the Comptroller of the Currency, the 

13 Board of Directors of the Federal Home Loan Bank Board, 

14 and the Board of the National Credit Union Administration 

15 (hereinafter referred to as the "Federal financial regulator^' 

16 agencies") often impose costly, duplicative, and unnecessary* 

17 burdens on both financial institutions and consumers. Regula- 

18 tions should be simple and clearly written. Regulations 

19 should achieve legislative goals effectively and efficiently. 

20 Regulations should not impose unnecessary- costs and paper- 

21 work burdens on the economy, on financial institutions, or on 

22 consumers. 

23 POLICY 

24 8ec. 303. Regulations issued by the Federal fmandal 

25 regiilaton' agencies shall insure that — 
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1 (H the Dwd for and purpose of the regulation are 

2 esUblished dearly; 

3 (2) meaningful alternatives to the promulgation of 

4 regulations are considered before any regulation is 

5 issued: 

6 (3) compliance costs, papenork, and other bur- 

7 dens on the financiaJ institutions, consumers, and 

8 public are minimized; 

9 (4) conflicts, duplication, and inconsistencies be- 

10 tween the regulations issued by the Federal financial 

11 regulator}' agencies are to be avoided to the extent 

12 possible taking into account differences in statuton- re- . 

13 Gponsilniities, the classes of financial institutions' regu- 

14 lation and methods of implementation of statutory or 

15 policy objectives; 

16 (5) timely participation and comment by other 

17 Federal agencies, appropriate State and local agencies, 

18 financial institutions, and consumers are available; and 

19 (6) regulations issued shall be as simple and clear- 

20 ly T\Titten as possible and understandable by those who 

21 are subject to the rules. 

22 REVIEW OF EXISTING EEGULATION8 

23 Sec. 304. The Federal financial regulator%- agencies 

24 shaU establish a program which assures periodic review of 

25 existing regulations to determine whether those regulations 
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1 achieve the policy goals in section 102. Those regulations 

2 which are not in keeping with the policy goals shall be re- 

3 vised accordingly. 

4 BEPOBTINO 

5 Sec. 305. Not later than six months after the elective 

6 date of this title and in subsequent annual reports, each Fed- 

7 eral financial regulatory agency shall submit a report of its 
6 progress in implementing this title to the Committee on 
9 Banking, Finance and Urban Affairs of the House of Repre- 

10 sentativea and the Committee on Banking, Housing, and 

1 1 Urban Affairs of the Senate. 

12 TEBHINATION DATE 

13 Sec. 306. Unless extended, this title expues five years 

14 after its effective date. 

15 TITLE IV— INCREASING HOME MORTGAGE 

16 FINANCING 

17 Sec. 401. The thu-d sentence of section 403(h) of the 

18 National Housing Act (12 U.S.C. 1726(b)) is amended by 

19 striking out "5 per centum" and inserting in lieu thereof "4 

20 per centum". 

21 Sec. 402. Paragraph (IKB) of section 5(c) of the Home 

22 Owner's Loan Act of 1933 (12 U.S.C. 1464(c)) is amended 

23 by striking out "$60,000" and inserting in Ueu thereof 

24 "$75,000". 
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1 Sec. 403. Section 6(c)(2>(ii) of the Federal Home Loan 

2 Bank Act (12 U.S.C. 1426(i){2)(ii)) is amended by striking 

3 out "twelve" and inserting in lieu thereof "twenty". 

4 Sec. 404. (a) Section 10 of the Federal Home Loan 

5 Bank Act (12 U.S.C. 1430) is amended— 

6 (1) by striking out the first two sentences of sub- 

7 section (b); 

8 (2) by amending subsection (a) to read as follows: 

9 "(a) Each Federal Home Loan Bank is authorized to 

10 make secured advances to its members using such residential 

11 home mortgages and obligations of or guaranteed by the 

12 United States Government as the Bank Board may pre- 

13 scribe.". 
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Chairman St Germain. This morning we will hear from the Comp- 
troller of the Currency, the Honorable John G. Heimann, and, in his 
first appearance a^ the Chairman of the Fedeml Home Loan Bank 
Board, we are pleased to welcome an old friend, the Honorable Jay 
Janis. We will also hear from Harold F. Peek, past president of the 
Home and Apartment Builders Association of Dallas — what's that 
State? [Laughter.] 

Dallas, someplace or other. Texas. [Laughter.] 

I would like to insert in the record at this point excerpts from our 
committee report of last year as well as excerpts from this years 
Senate Banking Committee report. 
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Excerpts From Commtptee Repobt on H.R. 13471 {Financiai, 
Institdtions Kegulatort Act) 

titlb8 xiv and sv [1878] 

■ Titles XIV and XV are amendments to the National Banking Act 
requested or supported by the Comptroller of ^e Currency. The pro- 
visions are either desired to make changes in national bank powers 
reflDcting changes which have occurred in banking in the years ance 
the enactment of the statute or to streamline and unprove the admin- 
istrative authority of the Comptroller. 

The first change in national bank powers concerns real estate acquired 
by a national rank in stttisfaction of a debt previously contracted. 
&in-cntly, such banks may only liold such real estate for a pniod not 
to exceed 5 years. The amendment would allow national banks to apply 
to tjtc Comptroller for an extension of ux> to an additional 5 years and 
to moke improvements in tlie pi-opcrrty to recover the total investment 
in the property. The committee expects that the Comptroller will use 
this authority judiciously and make certain that national banks do not 
become real estate developers. The provision is only intended to assist 
national bonks dispose of collateral acquired throuph default. Second, 
tlie current G-jwrccnt limitation on profeired stock dividends is re- 
moved. Presently, national banks are limited in their ability to issue 
preferred stock because the 6-percent limit is too low. Kunoval of 
that limit may nssist national banks which want to increase the amount 
of equity Oipital they have by preferred rather than common stock. 
Again, the Comptroller is expected to carefully monitor the use of 
preferred stock and tlio ovei-all capital structure of national banks. 

The third change would allow a majority vote of dissenting share- 
holders ratlier than a unanimous one when thev select an appraiser to 
determine the caslh value of their national bank stock wlwn ^at 
national bank is converting to a State charter. 

Fourth, national banks will bo autJtorized to invest in so-called 
banker's bonks which provide correspondent services primarily for 
smaller independent banks. I'liis authority requires that the banker's 
banks be owned entirely by other banks; be insured by the FDICjand 
engage exclusively in providing banking services for other banks and 
their officers, directors, and employees. Xationul banks would be lim- 
ited in their investments in such banks and no one national bank could 
become a controlling influence over the banker's bank. Tlic committee 
expects that the provisions contained in H.R. IMTl — for example, in- 
idder lonn limits, eonespondent account lonn restrictions, and disclo- 
stiro requirements for insider correspondent accoimt loans — will apply 
to those banker's banks. Tliis authority should allow smaller national 
banks to develop a correspondent system apart from the larger cor- 
respondent ^sterns. 

Fifth, directors of national banks wholly owned by a holding com- 
pany would bo allowed to hold holding company stock rather than 
stock of the bank to qualify for service as a director. Current law 
requires ownership of bank stock and this has resulted in tlic creation 
of "bookkeeping"^ stock forwhdlly;^o\nicd banks. 
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The first chaiigo in tlic Comptroller's administrative authority wopld 
give the Comptroller tlie authority to revoke tt national bank's tnist 
|)owcrs. Currently, the Comptroller may grant it national tliat author- 
ity but he docs not have the power to revoke those povets if they are 
nnlawfully or unsoundly used. This corrects that situation. 

SccoAd, the Comptroner is ^ven the power to declare a national 
bank holiday. Presently, there is no Pedoral law governing bank holi- 
days lor national banks. Thus, when a State declares a holiday in an 
emergency for State banks, National banks have not known what an- 
thority they had to comply with the State action. 

Third, the Comptroller is given authority to dolccate his powers. 
He FDIC and the Board of Governors of the Federal Beserva System 
have such authority and it is rea8<mabla to ^low the Comptroller the 
•ame administrative discretion. 

Fourth, the Comptroller is givea. authority to examine national 
banks as often as he deems necessary rather than the current require- 
■ ment of twice a year. 

Fifth, the Comptroller, at the request of the Board of Governors of 
the Federal Reserve System will be allowed to assign his examiners to 
examine foreign operations of State member banks. 

Sixth, the Comptroller's authoritv to issue rules and regulations to 
carry out his responsibilities is clarified. The Comptroller needs sufii- 
aent authoritv to carry out 'his rcsponsibrlities and to do this he needs, 
dear rulemaking power. This is power to be exei-cised to carry out laws 
passed by the Congress and is not intended to provide the Comptroller 
with any extra-legal powers. 

Title XV establishes a procedure by which the Comptroller may 
terminate the National Bank Closed Recoivoiship Fund. This fund 
reprcseots liquidating dividends %vhich have not been claimed after a 
national bank was placed into receivership. With the establishment of 
the Federal deposit insurance system, the need for such a National 
Bank Fund ended. The provision will allow the Comptroller after ade- 
quate notice to terminate tlio fund and to transfer sudi funds into the 
general account of the Comptroller. 

TmaXVH 

HAJOEmr AND MINORITY VIEWS 

if. Improving Agency Regulationt 

i Last March 23, the President issued Executive Order 12044 which 
directed every executive agency to adopt procedures to improve exi^ 
ing and future regulations issued by those agendes. The order soM;ht 
to make Federal regulations clearer, less burdensome, more cost-effec- 
tive, and to open up the process used to promulgate regulations. How- 
ever, the order did not cover the independent regulatory agencies- 
including the banking agencies— in its coverage. 

Your committee, in title XVII, would require each banking agera^ 
to undertake a review of their regulations and to make needed im* 
provi ts in those regulations. The FDIC, the FHLBB, the Comp- 

il ■ the Currency, the Board of Governors of the Federal Re- 

>" !■ >m, end the Administrator of the National Credit Union 

ionareallrequiredtoinsuretliat^^^.^,^^ — - •- 
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L Tlie need for and pnrpose of their r^ulationa ue deuiy 
S. Unwly putunpation by the public and alt interested parties 

is available; 
S. Altenutives to issuing regulations are con»dered before 

iasning regnlations ; •■ 

4. C&npliance coats, papenroik and other burdens on the poblie 
are minimized ; and 

5. Conflicts, inconsistencies and duplications between the rega- 
lalions i^ncd by the a^imcios are avoided. 

The committee intends' that Federal financial rp^latorjr a^oidfls, 
in adopting T^ulations and complying vith the policy of title XVII, 
as embodied in aeetionsSfe), (d),and (e) of that title, act coruufitont 
with and in fortherance of their statutory responrabilitics, Witli ro- 
qKct, in particular, to the policy objective enunciated in section 9(e), 
whenever the Federal financial regulatory agencies adopt regulations 
implementing identical substantive statutory provisions, it is expected 
tlint they will rndoavar, coiisist-mt with and in furthrntnco of their 
statutory responsibilities, to avoid conflicts, inconsistencies, and dupH< 
cations m such regulations. The committee rccognizcis hoircvcr, that 
sneli regulations may vary because of difTercnces between the classes 
of financial institutions, legal requirements, or methods for implemen- 
tation of statutory or policy objectives 

The agencies would also be required to establish a program for 
periodic review of all existing regulations, such review to use the 
goals stated above. Koch agency, beginning B moiiths after enactment, 
will provide the House and Senate Banking Committees with reports 
on Uieir progress in implementing this title. 

This title shculd l>cgin the process of inakiuc regiilutions issued 
by these agencies moitt understandable, less complex, and less burden-^ 
some on the public and the institution. 

•mtM xm — ^FiKANCiAi. ttEooLATioif BucruvTCATioif ACT or t»Ta 

The Financial Regulation Simplification Act of 1978, introduced by 
Mr. 3t*nton, and adopted unanimously by the committee would estab- 
lish a program whicli assures the periodic review of existing regula- 
tions to determine whether those regulations achieve sjiecific policy 
goals. As set forth in section 1702, these policy goals state in part 
' tiiat regulations issued by tJie Federal financial regulatory agencies 
^all ensure that the need for and purposes of the regulation are 
established clearly. and that compliance costs, paperwork and other 
burdens on both financial institutions and consumers are minimiz-ed. 
.This act would assure that tlie Congress and your committee will be 
informed of the progress made by the agaicies to reduce both unneces- 
sary paperwork burdens and the costs imposed by regulations. 

Since Government redtapo and regulatory burden often are cited 
as contributing factors to structural inflation in our societyj the act 
will help fight inflation, albeit in a small way, because the mtcnt is 
to lessen tlic i-egulatory burden on both financal institutions and con- 
sumers. Title XVII, moreover, is in keeping with the scope, intent and 
pUiposes of the Financial Institutions Hegulatoiy Act of 1978. 
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Single'family Imm UmitcMota 

Sccti<m 314 of the bill would raise the wnglc-fnmily moi-tgiiRc ceil- 
ing in Section 5 (c) of the Federal Homo Loan Bank Act of 1833 from 
$60,000 to $75,000. Tho purpose of this amendment is to adjust the 
dollar limitation for permissible mortgages in the baac investment 
IKJwers statute for federally cliartcred savings and loan associations 
to reflect inflation in home pric«s (and increase in mortgage size) 
eincelast amended in 1977. 

In 1977, Section 5(c) of tho'liomo Owners IxMin Act was amended 
by miaing the hasic statutory coiling for conventional anfrle-family 
home loans made by savings and loan associations from $55,000 to 
$60,000 j the excess of home loans of greater size must be categorized 
in the restrictive twenty percent of assets "basket" whicli includes 
other improved real estate loans (on hiffh-carning income properties 
for example) and certain loan participations. 

Because home prices have cscilatcd 20 to '25 percent in the post 2 
yeats, tJie committeo believes that the $60,000 limit has become obsolete 
and is severely restricting the ability of thrifts to meet the borrowing 
amounts requested by toclay's homo buying public 

Stoek to advaneea ratio 

Section 816 of the bill would decrease the required stock purchases 
for Federal Savin|S and Loan Associations for loan advances from 
the Federal Home Loan Banks from 12 to 1 to 20 to 1. By law, Fed- 
eral Savings end Loan Associations are required to purehase stock 
equal to one percent of their unpaid loan principal. They then can 
borrow up to twelve times that amount from the Federal Home Loan 
"Book System when savings inflows are limited. For every dollar of 
stock purchased, a savings and loan may borrow twelve dollars from 
the system. The purpose of Uie advance mechanism is to prevent hous- 
ing from bearing the full brunt of a restrictive monetary policy. 

Tlie Federal Home Loan Bonk Board requested this amendment 
because approximately 750 to 800 savings and loans are at the 12 to 
1 ratio ceihng and further borrowing would require tho fjurchasc of 
more stock. The Board feels that such a requirement at this time would 
unnecessarily increase the cost of funds for home mortgages. Further, 
tiie Bank Board indicates that^ tlie Bank System does not need the 
additional earnings that would bo derived from tlie purchase of stock 
as they now have earnings of $6.6 million derived from tho 12 to 1 
ratio requirements. 

The committee believes decrea^ng tho ratio of stock purchase re- 
quirements for members of the Fedci-al Home Loan Bank System will 
provide the Federal Home Loon Bank Board greater flexibiUty to 
adjust to tight credit periods. 

Collateral for advaneta 

Section 821 of the bill would permit the Federal Home Loan Bank 
to prescribe the type of loans or obli'mtions that can be used as col- 
Utenil for advances from the Fetlernl Home Loan Bank System. 
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Al] federally insured savincs and loans and motual saving ban&s 
are eliirihle for extensions of loans, known as advances from their 
regional Federal Home Loan Banks to meet home mortgage demands 
datine periods of tiTht money, reduced savings inflows, or to cover 
extraordinary savings withdntfral requests. 

In order to obtain advances (lonns), memtor institutions are re- 
quired hy statute to pledge collatoml in the form of specific mort^rages 
and oiilis&tions as prescribed by section 10 of the Federal Homo Loan 
Bank Act. 

Under Section lOfn), security for advances is limited to certain 
mortga^, with specific loan-to-vahie ratios, and a eeiline limitation 
of not more than a 30-yef»r term nor exceeding $60,000 per unit. 

This amendment would dcloto the specific loan rcaiiirements in 
isect^^ ;1L0 and permit such collateral in the form of ivsidcntial home 

mortgages and U.S. obligations as the Federal Home Loan Bank may 
prescriw. 

The committee believes tliat the $60,f 00 and 30-year term limitation 
is a serious bnn-ior to the use of the advance mechanism which was 
established by Congress to provide liquidity to homo mortgages. In 
many high cost areas, thrifts have used the oulk of the mortgages in 
^ir portfolios that fit these terms for collateral. Additionally, under 
the present law, altemntive mortgages are not eligible for use as col- 
lateral. The committee believes it is in the best interest of the thrift 
industry and home financing that all mortgages' be eligible for col- 
lateral so thrifts can continue to make home financing availaUe, 
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Chainnan Sr Geruain. Mr. Heimaun, we have your prepared state- 
ment, which we will put in the record aa presented to uie Bubcom- 
mittee, and you may proceed. 

STATEHENT OP HON. JOHR G. HEIMAITIT, COHFCBOLLER OP THE 
CVBBEHCT 

Mr. Hedcanit. Thank you very much, Mr. Chairman. If I may, just 
for a personal note, to say how delighted I am for the first time to be 
sharioff a table with Jay Janis, the new Chairman of the Federal 
Home Xioan Bank Board, an old friend. I think the supervieorr net- 
work in the country will be substantially improved with Mr. Janis' 
becoming Chairman of the Federal Home Loan Bank Board. 

Mr. Janis, it is a pleasure to be sitting with you for the first time in 
this forum. 

Mr. Janis. Thank ^ou. 

Mr. Hkihann. It is a pleasure for me to appear before the subcom* 
mittee today to testify once again in support of legislation which we 
believe to be important 

Chairman St Gesuain. Excuse me, Mr, Heimann. 

Mr. Heihann. Certainly. 

Chairman St Germain. The appearance of Mr. Janis threw me 
off here. I am going to have to ask you to suspend for a moment, 
because I wont to recognize our rankin][r minority member, Mr. Wylie. 

Ml". Wtub. It really wasn't all that necessary. 

Chairman St Germain. Oh, yes, it is. 

Mr. Wti-ie, I was going to start out by complimenting yon, Mr. 
Chairman, for being very active as a subcommittee chairman here, and 
we have been active as a subcommittee this year and, with the passage 
last week of the Consumer Checking Account Equity Act, we have been 
moving ahead there. We also have been working on the bank holding 
company le^slation, and other legislation. We were on some kind oi 
a deadline for H.R. 4986, but I feel it is appropriate that the subccMU- 
mittee now turns attention to these oversight hearings. 

As you mentioned, many of the things that we are going to talk 
about here today were considered in the 95th Congress and were 
dropped out in conference, so we are merely picking up on that. 

I do also want to compliment our ranking minority member, Mr. 
Stanton, for the Financial Regulation Simplification Act, which all 
of the Republican Members have cosponsored, but mostly I just wanted 
to say that it is a pleasure for me as a ranking Republican to welconu 
Comptroller Heimann once again, and also to welcome you, Mr. Janis, 
on your first appearance before this subcommittee, and I certainly lode 
forward to your presentation. 

Thank you, Mr. Chairman. 

Chairman St Germain. Thank you, Mr. Wylie, 

Once again, Mr. Heimann. 

Mr. Heimann. Thank you, sir. 

It is a pleasure and honor to appear before the subcommittee today 
to testify once again in support of legislation which we believe to be 
important to the administration of the responsibilities of the Ccoap- 
troller's Office and the national banking system. 
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H.B. 5280, the Depository Institutions Act of 1979, contains four 
titles ; One relating to savings and loan association powere, which I 
eiiall not address today ; and one on regulatory simpliiication, which 
I will discuss briefly. The remaining two titles embody essentially the 
same "housekeeping" provisions as were contained in title XI v and 
XV of the Financial Institutions Regulatory Act, 

We continue to be convinced that enactment of the housekeeping leg- 
islation now contained in titles I and II will simiificantly benefit the 
administration of the national banking laws and the banking public, 
As we have previously testified, the majority of these amendments 
will provide procedural flexibility with respect to national bank activ- 
ities and enhance operating efficiency in the Comptroller's Office. 

In the interest of time, and to avoid unnecessary repetition, we at- 
tach for the convenience of the subcommittee a section-by -section anal- 
ysis which treats in some detail each of the amendments. These, I 
think, warrant particular emphasis : 

Section 107 corrects a troublesome ambiguity which arises from the 
age of the Comptroller's enabling statute, the lack of clear, express 
authority for the Comptroller to delegate certain powers which are 
vested in his office. In confirming the <5>mptrolIer'B authority to dele- 
gate, section 107 borrows the approach of the Federal Deposit Insur- 
ance Corporation and the Federal Reserve statutes. 

Section 108 codifies the Comptroller's general rulemaking authority 
for all laws which the Office must administer. Similar darification 
was afforded to the Federal Deposit Insurance Corporation last fall 
in the Financial Institutions Regulatory Act. 

Section 109 recognizes the growing len^h and complexity of na- 
tional bank examinations by removing the increasingly unrealistic re- 
quirement that every bank be examined at least three times every 2 
years. 

Today, individual bank problems frequently are pinpointed by com- 
puter and staff analysis before onsite examination is conducted. Thus, 
we are better equipped to determine which banks require closer super- 
vision and to allocate resources accordingly. 

The mandatory examination frequency required in the present stat- 
ute comx>els enormously wasteful misallocations of scarce examination 
resources. 

We note that this amendment to the National Bank Act was given 
full support by the General Accounting Office in its 1977 report. More- 
over, the Federal Reserve and FDIC have always had such scheduling 
flexibility. 

Section 101 amends the National Bank Act to allow the Comptroller 
in extraordinary circumstances to extend for up to 5 additional years 
the period during which a national bank may hold real estate it ac- 
quired prior to July 1 of this year. 

Origmally, this amendment was designed to give the Comptroller 
discretion to ease the holding limitation in selected cases without re- 
gard to date of acquisition. In other words, section 101 was intended 
to be an ongoing regulatory tool enabling the Comptroller to work with 
national banks forced to cope with unexpected shifts in economic 
conditions. 

It was never — and I stress — it was never intended to breach the 
traditional 5-year statutory restriction in the majority of cases. Indeed, 



DiB.1izedOyGoO<^lc 



24 

we continue to believe that some restriction is entirely appropriate and 
prudent 

As now drafted, the amendment would provide additional flexibility 
only with respect to those banks straining to divest themselves of real 
estate acquired during the mid-decade downturn. It would not provide 
similar flexibility for the future. 

If history is a guide, the probability is high that future economic 
slides will pose similar difficulties for other institutions. Thus, c<m- 
tinuing statutory authority, which would provide the Office with some 
flexibility to deal with the distress situations, could be valuable. On 
balance, nowever, we are comfortable with the changes which the sub- 
committee has seen fit to make in this section. 

Section 112 is of some concern to us. This amendment seeks to clarify 
the congressional intent behind the provision bi the Financial Institu- 
tions Regulatory Act of 1978, section 1504, which confirmed that the 
Comptroller may charter national banks engaged "exclusivdy" in the 
provision of trust services. 

As you know, under authority long contained in the National Bank 
Act, tiie Comptroller has chartered six such banks since 1973, prior to 
the enactment of the Financial Institutions Kegulatory Act, without 
any questions being raised as to the authority of the office to do so. 

However, as a result of litigation challenging the exercise of this 
authority in the context of a New Jersey charter application, the 
clarifying and confirming language in section 1501 of FIRA was in- 
troduced and enacted as an amendment to a provision of the National 
Bank Act, located at section 27 of title 12, 

In apparent response to some suggestions that this language had 
inadvertently permitted establishment of national bank trust ccnn- 
panies in other States by out-of-State holding companies, section 112 
proposes to add additional language. 

We believe that the concern which led to this proposed amendment 
is misplaced. The authority of bank holding companies to establi^ 
trust companies, either State or federally charter^, on an intorstate 
basis is derived entirely from the provisions of the Bank Holding 
Company Act. 

Tluit WW effectively prohibits bank holding companies from estab- 
lishing out-of-State commercial banks — that is, banks which accept de- 
mand deposits and make commercial loans — hut does permit their en- 
gaging across State lines in a limited range of other activities com- 
monly associated with banking, including the establishment of State or 
federally chartered trust companies. 

In our view, section 1504 of FIBA was not intended to affect, and 
does not affect, this authority in the Bank Holding Company A^ one 
way or the other. Indeed, prior to the adoption of section 15(H, at least 
two holding companies with Federal Reserve Board approval had es- 
tablished such facilities on an interstate basis, one under a national 
charter and two under State charters. 

Currently, the level of interstate activity by bank holding companies 
in the trust area is relatively insignificant. In view of this, we believe 
that congressional consideration of additional statutory restrictions of 
this sort should not be a part of the present legislation. Rather, the 
isaue should be fully explored by Congress in connection with overall 
bank holding company activities and market structure. 
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e As a technical matter, should the subcommittee decide to proceed 
with its consideration of this provision, we note that the more appro- 
k priate statutory placement of the restriction would appear to m in 
■ the Bank Holding Company Act. Moreover, the subcommittee pre- 
f smnably would wish to address the expansion issue without regard 
to which type of charter — be it Federal or State— is carried by a trust 
I company established on an interstate basis. 

I Before concluding, we wish to strongly support and applaud title 
I III of the bill, the "Financial Kegulation Simplification Act." With- 
i out question, one of the central themes shared by the current adminis- 
1 tration and the Congress is regulatory reform. 

Title III is wholly consistent with the purposes underlying Execu- 
» tive Order 12044, Improving Government Kegulations, and the Fed- 
i eral Financial Institutions Examdnation Council Act of 1978, title X 
I ofFIBA. 

h In keeping with its existing obligations under the Executive order, 
the Comptroller's Office already is actively engaged in careful anal- 
i ysis and review of our regulatory actions. And together with the other 
j| agencies on the examination council, we are mounting a broad effort 
i to streamline procedures, eliminate wasteful duplication, and clarify 
I the principles of financial institution supervision. 
i Tnat, Mr. Chairman, concludes my remarks. Aside from the few 
I reservations we have expressed, we are anxious that H.R. 5280 be re- 
I ported to the floor as promptly as possible, 

' We believe its provisions will benefit not only the Comptroller's 
Office and the national banking system, but most importantly the bank- 
ingpublic, 

We look forward to continuing to work with this subctHnmittee and 
we look forward to answering your questions and providing any ampli- 
fication of our conunents 
Thank vou, very much. 

[Mr. Heimann^s prepared statement with an attached section-by- 
section analysis of H J{. 5280 follows :] 
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STATEMBST OF 

JOHN G. HEIHAHN 

COHFTROLLER DF THE CURREHCy 

BEFORE THE 

SUBCOHMITTEB OK FINANCIAL INSTITUTIONS SUPERVISION, 

REGULATION ASD INSURANCE 

COHHITTEE ON BANKING, FINANCE AND URBAN AFFAIRS 
U.S. HOUSE OF REPRESENTATIVES 

5EFTEHGER 25, 1979 

It ii a pleasure foi ne to appear before the Cooaittee 
today to testify once again in aupport of leglalation whlcb we 
believe to be inportant to the adniniBtration of the [caponaibilitieH 
of the Conptioller '■ Office and the national banking ■yatan. 
B.R. S2B0, the Depoaitocy Institutions Act of 19T9, contains 
foui titles, one relating to saving* and loan association power*, 
which I do not intend to address, and one on icgulatocy siaiplif ication, 
Mhich I will discus* briefly. The lenaining two title* mbody 
essentially the sane 'housekeeping' piovislon* a* «er« contained 
in Titles XIV and XV of the Financial Institutions Regulatory 
Act cepoited to the House flooi ju*t over a year ago. 

He continue to be convinced that enactment of the housekeeping 
legislation, now contained in Titles I and II of B.R. S280, will 
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significantly benaflt thi odnlnlatratlon of the national banking 
laua and the banking public. As we have previously testified, 
the aajotity of these aaendaents will provide procedural flexiblli 
with respect to national bank activities and enhance operating 
efficiency in the Coaptroller 's Office. In the interest of 
tine, and to avoid unneceaaary repetition, we attach for the 
convenience of the CooBlttee a section- by- sect Ion analysis which 
treats In sa>e detail each of the anendBents taken fro* the 
original legislation. 

These pcoviaiona may warrant special enphaBisi 

■ Section 107 corrects a troublesone BBbigulty which 
arises from the age of the Coaiptioller 'b enabling 



I authority for 
powers which ace 
r the Cosptroller's 
borrows the approach 
Ltutes and pcovldes 



•tatutei the lack of cleai 

the Comptroller to delegate 

vested In the Office. In confimln 

authority to delegate. Section 10 

of the FDIC and Federal Reserve a 

certainty to steps taken and contenplated by the Coaptrollei 

to laprove office efficiency. 

Coaiptroller 's general rule- 
laws which the Office Bust 

was afforded the PDIC 
lions Regulatory Act. 

* Section 109 recognizes the growing length and coaplexlty 
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of national bank cxaainatlons by removing th* Incrsasingly 

unrealistic r«quirepent that every bank be exaained 

at least three tinea every two years. Today, indlv 

bank problems frequently are pinpoint 

ana ataff analysis before on-site 

Thus, we are better equipped to di 






Buperv 






,ed by coaiputei 
line which banlis 
frequency required 



accordingly. The mandatory 

In the present statute coaipi 

misal locations of scarce examination resources. Me 

note that this amendment to the National Bank Act was 

given full support by the General Accounting Office 

In its 19TT Report. Moreover, the Federal Reserve 

and PDIC always have had such scheduling flexibility. 

Some modifications to the housekeeping portion of the bill appeal 
tor the first tine in H.R. 5280. 



1 101 amends the National Bank Act to allow the 
Comptroller in extraordinary circumstances to extend for up 
to five additional years the period during which a national 
bank may hold real estate if acquired prior to July 1 of this 

Originally, this smendBsnt was designed to give the 
Comptroller discretion to ease the holding limitation in sslscted 
cases without regard to date of acquisition. In other words. 
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Section 101 was intended to be an ongoing cegulatory tool, enabling 
the CoDpttollei: to work with national banks forced to cope vith 
unexpected shifts in econosic conditions. It was never Intended 
to breach the traditional 5-yeac statutory lestilctlon in the 
■ajority of cases. Indeed, we continue to believe that soae 
such restriction is enticely appropriate. 

As now drafted, the anendment would provide additional 
flexibility only with respect to those banks straining to divest 
themselves of real estate acquired during the >ld-decade downturn. 
It would not provide Biallat flexibility foe the future. If 
history IB a guide, the probability is high that 
slides will pose sinilar difficulties for other institi 
Thus, continuing statutory authority, which would provide the 
Office with soae flexibility to deal with distress situations, 
could be valuable. On balance, however, we are coafortable 
with the changes which the Conmittee has seen fit to sake. 

Section 112 is of soae concern to us. This a»end«Knt seeks 
to clarify the Congressional Intent behind the provision in 
the Financial Institutions Regulatory Act of 1978. Section 
1504, which confirned that the Comptroller may charter national 
banks engaged exclusively In the provision of trust services. 
As you know, under authority long contained in the National 
Bank Act, the Cooptroller has chartered six such banks since 
1973 without any questions being raised as to the authority 
of the Office to do so. However, as a result of litigation 
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chall«nglnq the exercise of this authority in the c 

Hew Jersey chartec application, the clarifying and confiiming 

language in Section 1S04 of FIRA was introduced and enacted 

as an amendBent to a pcovlslon of the National Bank Act, located 

at Section 27 of Titl* 12, U.S. Code. 

In apparent response to soae suggestions that this language 
had Inadvertently peraltted establishment of national bank trust 
conpanies in other states by out-of-state holding coapanles, 
Section 112 proposes to add additional language to Section 21 
providing! 

Section Sle9 of the Revised Statute* (12 U.S.C. 27) is 
anended by adding at the end thereof the following new 
sentence: 'Notwithstanding the provision* of the preceding 
sentence, a national bank association the operations of 
wh^ch are limited a* provided in the preceding sentence 
shall be deemed an additional bank within the contemplation 
of section ie4Z(d) of this title.* 

He believe that the concern which led to this proposed 



amendment is misplsced. The authority of bank hold: 
to establish trust companies — either state or fedi 
— on an interstate basis 1> dtrived entirely froa 
of the Bank Holding Company Act. That law effectli 
bank holding companies from establishing out-of-sti 
banks i.e. , banks which accept demand deposits and 



.ng coBpanies 

ly chartered 

provisions 

ly prohibits 

lal 
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, but do«B perBit their engaging acioaa state lines In 
United ran^e of othei activities coaaonly associated with 
banking including the eatabllshnent of state oc federally chartered 
eoBpaniea. In our view. Section 1504 of FIRA was not 
ntended to affect — and does not affect — this authority 

ay or the other. Indeed, prior to the adoption of Section 
at least two holding conpanies with Federal Reserve Board 
Lpproval had eatabllahed such facilitlea on an interstate basis, 
on* under a national and two under state charters. 



Currently, the level of interstate activity by bank holding 
cOBpanie* In the trust area is relatively insignificant. In 
view of this, we believe that Congressional conalderatlon of 
additional statutory restrictions on this sort of activity should 
not be a part of the present legislation. Rathec , the Issue 
should be fully explored by Congress In coi 
bank holding conpany activity and market s' 



As a technical aatter, should the Cnmitti 
with its consideration of this provision, we n< 
appropriate statutory placsasnt of the 
to be in the Bank Holding Coapany Act. Horeovi 
presunably would wish to address the expansir 
regard to which type of charter — 
by a trust coapany established on 



le decide to proceed 
that the nore 
I would appear 

the Coraittee 
issue without 



tate 



:rled 



Before concluding, we wish to applaud Titl 
'Financial Regulation Slspllf tcation kct.' Mithout question, 
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one of th< cantral ttiemcB shaded by the cuccent Mainitt ration 
and the Congiesa is regulatory refors. Title III is wholy consisten 
with the purposes underlying Executive Oidei 12D44 , Inprovlng 
Government Regulatlona. and Ch* Federal Financial Institutions 
Bxanlnatlon Council Act of 1976, Title X of FIRA. In keeping 
with its existing obligations undet the Executive OcdeT , the 
Comptroller's Office already is actively engaged in careful 
analysis and review of our regulatory actions, ftnd together 
with the other agencies on the Examination Council we are nounting 
a broad effort to streamline procedures, eliminate wasteful 
duplication, and clarify the principles of financial Institution 

Mr. Chairman, that concludes ay remarks. Aside froB the 
few reservations we have expressed, we are anxious that H.R. 
52Ba be reported to the floor as promptly as possible. Its 
provisions will benefit not only the Comptroller's Office and 
the national banking syatem. but even more importantly, the 
banking public. He look forward to continuing our work with 
the Comnittee In furtherance of our mutual concern for »oie 
efficient and responsive banking regulation. 
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seen ow-BY -SECTION amLYsis 

TITLE I - AHEHDHEHT5 TO THB HATIONM. BAinCING LAWS 

Section 101 ■- Real Estate Holding Authority 

Under currant law (12 U.S.C. 291 national banks may acquire and 
hold real estate only for certain stated purpoBea. Foe real 
estate acquired in satisfaction of a debt previously contracted 
a national bank may retain cnmership no longer than 5 years, 

nie central purpose of 12 U.S.C. 29, when introduced In 1864, 

was to prevent national banks from beconing nonopolistic holders 
of real estate. Bowever, with the developasnt of laodern banking 
Che statute often results in unnecessary hardship. It does not 
take into account depressed economic conditions which might pre- 
vent disposal of real estate at prices reflecting the bank's 
investment, and it also adversely conditions the market, since 
prospective purchasers are aware that the sale is compulsory. 
National banks thus are prevented from mitigating or avoiding 
their losses, particularly on large construction projects iriiich 
often require a long period of time to complete and sell . In a 
similar regard, bankruptcy proceedings or other collection pro- 
ceases may delay completion of real estate developoent beyond 
the 5 years allotted. 

Section 101 would psmlt the Comptroller to extend the holding 
period from 5 years to 10 years In those cases which warrant. 
In this way, a national bank will continue to be prodded by the 
statute to dispose of the property within 5 years. However, if 
a good faith attenpt is made and it appeara to the Comptroller 
that the disposal would be detrimental to Che bank, an exCenaion 
of the holding period up to 5 additional years could be granted 
for specific parcels of real estate. In effect, the traditional 
restriction la not changed by this amendment, since the S-year 
holding period remains intact as a statutory requirement. The 
aaendaent doea provide new flexlbilicy, however, to enable the 
Office to handle exceptional situations. 

Sections 102 and 103 - Preferred Stock Dividends 

Current law (12 U.S.C. 51b) provldea that holders of preferred 
stock of a national bank shall only be entitled to receive 
ciaaulative dividends at a rate not exceeding six percent per 
annum. This restriction creates an unrealistic barrier to this 
fona of caplcal, and Is renoved by section 102. 

National banks ^ould be able to offer con^etitiva dividend rates 
In order to coi^ete on an equal basla with other banks and corpora- 
tions in Issuing preferred stock. Notably, corporations holding 
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Tho limitation In the statute was inserted i 
pose of protecting national bBiilcs and the na 
In their then veakened condition. In recent , 
have been able to vorli acound this limitation usinq th^lr limited 
ability to Issue capital notes to aatisfy their capital needs 
nemcvCT, Mhen the banke ratio Of debt capital to equity neatg 
Saturation level the six percant limitation on cumulative divi- 
dends can be expected to pose a serious obstacle to grovth. 

Under the Eenking Act of 193S (II n.S.C. 51b-l) the sane six par- 
cent limitation vas placed on dividends paid on prefarrsd stock 
in the event of retirement or liquidation. Section 103 
this statute to the amenflroent in section 101. 

Section 10^ - National Bank Trust Powera 



Under current law 12 U S.C 92a) the Conptroller may permit a 
national banic to exercise trust powers. Section 104 would pro- 
vide the converae authority if> revoke that parmlaalon Upon a 
finding of unlawful or -unsound exercise of trust povars or a 
failure by a bank to exercise its trust powers over a period 
Of 5 consecutive years. 

The Comptroller is outhoriied to iaaue regulations to enforce 
the proper exerciae of fiduciary powers. He may enforce hia 
request for compliance with these regulations through adainia- 
tratlve actions such aa seeking forfeiture of a bank's charter 
'"'■ ' ■ ' " roceeding for removal of officers or direcCora 



The amendment provides the power of revocation as an additional 

enforcement tool To assure the oderly disposal of all trust 
busineSH, and to protect the Interests of trust service custosiers, 
the amendment permits the bank to continue to service its existing 
trust accounts during the period that trust activities are being 
terminated in accordance with the revocation order. 

Section 1Q5 - National Bank Holidays 

At present there ia no federal law governing holidays for national 
banks. Increasingly, in recent years the Comptroller's Office has 
received inquiries concerning this issue. In those states where 
emergency legal banking holidays are declared, national banks are 
loft In a quandary with respect to their right to cease operations 
tamporartly. Many problems arise concerning notes which fall due 
on those dates and other buslneaa which is scheduled to be trana- 
acted. 
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Kr Um prlaary Buporviaor of national banks, the Comptroller ot 
the Currency should have the authority to declare legal banking 
holidaya when emecqencv conditiona preuail in any at6a o£ the 
country. Zt is important that the Comptroller's authority he 
tied In some fashion to the state governmental authority which 
declares a legal banking holiday in the event of an emergency 
within a particular state and to that end, section 105 provides 
for automatic closing of national banks when state-chartered banks 
are permitted to close. However to guard against the eventuailty 
tliat a state official seeks to declare a legal banking holiday 
for illegitimate purpoaea, provision is made for the Comptrcdlor 
to issue an order count eimanding for national banks the state 
proclamation. Conversely, the Comptroller may find it necessary 
to declare a legal banking holiday for national banks in a cer- 
tain locality where itate authorities fail to act in a timely 
fashion Therefore, this section authorizes the Comptroller, as 
well to initiate a proclanation temporarily doing banks under 

Section 106 - Appraisal Rights of Dissenting Shareholders 

Under current law (12 O.S.C. I14a) shareholdera of a national 
bank who dissent to the atata-wiae conversion merger or con- 
solidation of the bank ace entitled to receive the cash value 
of their shares That value is to be determined by three 
appraisers, one of whom ia Belected by unanimous vote of the 
diasenting shareholders one by the directors of the raaulting 
state bank, and the third by the ttfo so choa«n. 

Section 106 would require a ■ajority vot« of the dissenting 
shareholdera rather than a unanimous vote in selecting the 
first oE the three appraisers This change would make the pro- 
cedure for conversions, mergers and consolidations in which the 
resulting bank la a state bank consistent with the procedure for 
the aaaw typaa ot transactiona in which ths resulting bank is a 
national bank. 

Legislative history of the atatutaa hero involved reveals a 

Congressional desire loc uniform procedures Moat likely, the 
present arrangement arose through an Overalght by the Congreaa. 

The role of the Comptroller as the final appraiser of the value 
of the stock of diasenting shareholders traditionally haa poaod 
a problem. The office has been Involved recently in law aulta 
concerning such appraisals. Because unanimity often is not 
possible to obtain among diasenting shareholders, the appraisal 
system ia more likely to break down, and reappraisals by the 
CoBiptroller are more frequently necessary. Elimination of the 
unanbaity requireiaent will ease the present burden on the 

Comptroller consldacabljr. . 
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Section 107 - Cciptrollar'a txla^atton Pctweb 

Dnder the tteorganiiatlon Act of 1966 an officer of any federal 
agency covered by a reorganlxatlon plan is autlxiriied *to dele- 
gate any of his fanctions' in the interest of increased efficiency 
and effectiveness. Bowevar, the Ciaiptroller of the Ciinrency 
ezpreSBly was excluded frcai Reorganization Flan No. 26 of 19S0 
iriilch reorganized the Treasury Departaent. and thus seen to have 
been denied the clear atatutoey authority to delegate certain of 
his functions. 

Section 107 authorizes the Cca^Toller to delegate any powers he 
deow appropElate . In conferring a broad delegation authority 
the anenAMnt borrows the approach of the FDIC statute (12 U.S.C. 
1819 (seventhn lAich luvaa the datenalnation of delegability to 
the discretion of the agency's governing body. 

Section 106 - Comptroller's Bcgulation Writing Authority 

Section lOS would clarify the ComptrDller's general rule'vaking 
authority for all lows irfiich the office admin Is ters , except irtiere 
a statute expressly confers exclusive regulation writing authority 
on another agency. The authority of the FDIC was slmilBrlY clari- 
fied under section 109 of the Financial Institutions Regulatory 
and Interest Rate Control Act of 1978 (P.L. 95-630) . 

Section 109 - Examination Authority 

Current law (12 O.S.C. 481} requires that the Conptroller exanlne 
every national bank at least twice a year, except that he *ay 
waive one of those examinatlona every two years. Section 109 (a) 
would grant the Comptroller full discretion in establishing a 
tlnetable for national bank examinations. 

The Comptroller was given full discretionary examination authority 
under the original National Currency Act of 1BG3. In 1913 the 
Federal Reserve Act removed this flexibility and required examina- 
tions at least twice each year. In response to a request fron 
the Comptroller's Office in 1954, the law was amended to permit 
the Comptroller to waive one examination every two years. 

In the 25 years since section 481 was amended, the national bank- 
ing systai haa expanded markedly in both size and services. The 
nature of banking itself has been forced to change with the times 
to meet the ever- increasing financial needs of our nation and the 
world. By the same token, this Office has altered the bank examina- 
tion process radically to insure that the modern banking system 
operates with optimal safety and soundness. Cocrputers now are 
assisting the corps of national bank examiners, and roporta of 
all facets of national bank activities are received with greater 
frequency to enable ':his Office to conduct a continuing analysis 
of Individual bank conditions. 



DiB.1izedOyGoO<^lc 



In the najorltjr of caassi the Comptrollsr continues to examine 

national banks on-site twice each calendar year However 

"than ever before and require more time and manpower E40re im- 
portantly, individual bank problem areas normally are pinpointed 
by ooirrputer and staff analysis prioc to commencement of examina- 
tion in the bank. Therefore, the Office is better equipped today 
t-o determine which banks require closer supervision and nore 
frequent on-site examinations 

It Is important that the Comptroller have Baximum flsxtbility In 
scheduling national bank examinations Notably, the Federal Ro- 
serve and PDIC always have had this authority with respect to 
banks which they supervise. Morecirer, this position has the full 
support of the General Accounting Office. Recommendation {4-8) 
of their 1977 Report is unequivocal in thia regard 

Section 109(b) reaponda to the GAO recommendation to authorize 
the Bsstgnmsnt of national bank examiners temporarily to assist 
the Federal Reserve in carrying out its international supervisory 
responsibilities over offices of state non-member banka in the 
event of an unusually demanding workload 

Section 110 - Oirectora' Qualifying Shares 

In a national banking system extensively interrelated with bank 

bank director to hold stock In his bank rather than In the company 
■which exercises actual control. Section 110 would allow such 
directors to oun bank holding company stock instead of bank stock, 
if the bank ia -controlled by the holding company or an alternative 
equivalent intereat, as determined by the Comptroller, in caaes In 
trtilch the bank holding company is a partnership or othar non-stock 
entity. 

Section 111 - Inveetment in Bankers' Banks 

Banks increasingly are availing thamaelves of the protaaalonal 
support offered by institutions which, in turn, art owned and 
eatablished by the banks they serve. Under current law (12 U.S.C. 
2417)) national banks may not participate in the ownership of theaa 
bankers banks as nay some of their state -chartered counterparts. 
Section 111 would allow national banks to invest in the stock of 
institutions of thia type subject to strict limitations keyed to 
bank capital and percentage of ownership in those states where 
■tate-chartered banks are so authorized. 



Prior to 1934, the Comptroller held sole directorial authority 
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over national bank rscelvsrshipa under 12 U.S.C. 192 et sag . 
Following the winding up of a bank's business and upon termina- 
tion of a receivership, all monies left undistributed were turned 
over to the Comptroller by the receiver to be held by him In a 
closed receivership fund against which clains of depositors might 
be filed and proved. 

That laat receivership closed Deceid>er 30, 19ST. 

The closed receivership fund consists of undelivered dividends, 
a float dividend fund (cancelled dividends), and a reserve for 
contingent liabilities (anounts held in trust for insufficiently 
identified owners, safe-deposit box contents, dividend reaervB) . 
All money in the fund has been inveated by the Comptroller In 

Section 2Q1 sets forth the purposes ot the Titlet to provide 
notice of the availability of liquidating dividends of national 
banks closed on or before January 22, 1934i to bar creditors from 
collecting the liquidating dividends after notlflcatloni and to 
refund to the Comptroller the principal and earned Income on the 
closed receivership fund. 

Section 202 provides appropriate definitions. The "closed receiver- 
ship fund" is defined so as to Include the various categoriea of 
claims and contingencies held in the fund. January 22, 1934, is 
the date of closing of the last national bank which could have a 
receiver other than the FOIC. The term "claimant Is defin«d to 
include depOBltora and all other persons both natural and corporate, 
who attempt to prove the validity Of their claims. 

t the operative section, terminating the closed 



receivership fund. It parallels, 
of 12 D.S.C. 1822(e which authorizes the PDIC to refund to it- 
self all unclaimed deposits held by it as receiver. However, it 
the interests of lower costs and increased manageability, public 
tion of general notice is substituted for individual mailed noti 
Also, only a one-year waiting period before refund is required, 
since creditors have had over 40 years to claim their money. 

While efforts to locate clalmanta continue, distribution Is slot 
and difficult. Indicative of the extremely slow process of 
locating Claimants is the experience of the Office since the 
Close Of the last receivership. From I95B through miiJ-1975, 
only 683 claims were paid totaling S31,694 64 or an average Of 
S46.41 per claim. This fact is even more troublesome when one 
realizes that the longer the claims remain uncollected the less 
likely it is that the creditor* will be located. 
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■Bount of th« cloBsd c«c*ivership fund will ranuiln Bubstantially 
undiRdjilshed foe years to coma, and income will continue to be 
generated in growing proportions. Since the major portion of 
the nearly three million dollars In the closed receivership fund 
hBH been unusable for almost half a century, this legislation now 
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Chairman St Germain. Thank you. 

We will now hear from the Honorable Jay Jaiiis, our new Ghaimum 
of the Federal Home Loan Bank Board. We will place your entire 
statement in the record, and you may proceed. 

STATEMENT OE HON. JAY JANIS, CHAISMAN, EEDEBAL HONE I 
LOAN BANS BOAES 

Mr. Janis. Thank you, Mr, Chairman. 

Mr, Chairman, members of the subcommittee, I am extremely 
pleased to appear before you today to testify on behalf of the Federal 
Home Loan Bank Board concerning H.R. 5280, the Depository In- 
stitutions Act of 1979. 1 am sure that this is only the first of manv ap- 
pearances that I will make before this subcommittee as part of wnat I 
expect to be a continuing and productive working relationship. 

I will be commenting on three major provisions of this bill : The 
reduction in the Federal Insurance Reserve requirement from 5 to 4 
percent, in which context I will also discuss the proposal contained in 
H.R. 3306 to allow Federal associations to issue mutual capital cer- 
tificates; the regulatory simplification provisions; and the title IV 
amendments to release greater funds for home mortgage lending. 

In summary, our views on these proposals are as follows : 

One : The Bank Board does not object to the reduction in FIR fnHn 
5 to 4 percent as a way to give relief from regulatory requirements 
for some institutions. The reduction in the minimum capital level re- 
quired by the FSLIC of insured S. & L.'s should not, however, be mis- 
construed as solution to the lack of capital adequacy in the S. ft L. 
industry. 

Two: The Bank Board supports the concept of mutual capital cer- 
tificates. This proposal does go to the question of capital adet]uacy 
and may represent another option for S. & L. associations wishing t» 
increase their capital positions. We do have, however, a nimiber of 
changes to suggest in H.R. 3306. 

Three : The Bank Board supports regulatory simplification. It has 
made and it continues to make a major effort to achieve this goal. 

Four : The Bank Board supports the amendments to raise tne single- 
family mortgage limit to $75,000 and change the collateral and stock 
requirements associated with advances from the Federal Home Loan 
banks. 

Basically for the protection of the FSLIC, insured S. & L.'s are re- 
quired by statute to accumulate reserves totaling 5 percent of their 
insured accounts, and to do so within 20 years of receiving insurance — 
although a 30-year accumulation period is permissible, if required to 
meet mortgage needs. This is the Federal Insurance Reserve. 

Section 401 of this bill would simply reduce the 5-percent figure, 
which has been in effect since 1934, to 4 percent. The inipetus for tak- 
ing this step comes from the decade-long industrywide erosion of 
S. & L, net worth positions. 

In the last 10 years, the net worth to total assets ratio for the induB- 
try has declined from 6.9 percent in 1969 to 5.5 percent as of June 
'>79. This decline has resulted from three interrelated factors: 

The first of these factors is taxation. The tax burden on S. & L.'s has 
reased sharply over the last 20 years. In 1978, S. & L.'s paid tax at 
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an effective average rate of 31.8 percent, while in 1960 the figure stood 
at 0.7 percent. 

The second factor is rapid deposit growth. During the 1970'9, the 
average growth rate for S. & L,'s was 12,2 percent. In contrast with an 
8.1-percent figure during the 1960's. The adverse effect of this growth 
on the ratio of net worth to savings essentially stems from uie fact 
tliat 80 percent of S, & L,'s are mutual institutions which must rely 
upon retained earnings to build up their net worth positions. Rapid 
growth may make it impossible for a mutual association to achieve a 
level of profitability sufficient to maintain its net worth position. 

The reason for uiis is that an institution which is experiencing a 
substantial savings growth needs an adequate period of tmie to invest 
thiffie savings in assets that will generate retamed earnings sufficient 
to meet its reserve requirements. 

The third factor involves the relationship of after-tax profitability 
'^ ' ■ """■ • ■ ■ ... ■ ncome to total 



to reserves. During the ISTO's, the industry ratio of net income to total 
assets averaged 0.67 percent. Given their average net worth posititm 
and average growth rate, however, S. & L.'s would have needed to 
average about 0.72 percent during the past decade in order to avoid a 
decline in their average net worth position. 

While the current net worth of 5.5 percent is not critically low, the 
Bank Board is seriously concerned about the downward trend, and is 
strongly interested in ways to halt it. 

The 5- to 4-percent reduction of course would do nothing; in ibis 
regard, but would simply act as a stopgap that, given a continued net 
worth decline, would only postpone the day of reckoning. 

We do not oppose the reduction, however, for there is no gainsaying 
that the 5-percent figure is in fact arbitrary, having been selected dur- 
ing the economic cataclysm of the Great Depression, and that reducing 
the FIR requirement to 4 percent would allow more rapid deposit 
growth as well as let S. & L.'s operate on a more flexible tnisis. Never- 
theless, there are a number of things that we believe you should take 
into account in considering the 5- to 4-percent reduction. 

First : The actual impact of reducing the FIR to 4 percent would be 
quite different from what one might think. Instead of obtaining the 
20-percent decrease in required net worth that the 5- to 4-percent re- 
duction would suggest, the actual decline for the industry as a whole 
would actually be less than 10 percent. 

Furthermore^ given the way our regulations pertaining to FIR and 
net worth requirements are structured, use of a 4-percent benchmark 
would result m 61 percent of the industry calculatmg their net worth 
pursuant to an asset-based method that we believe is in need of some 
revision. 

Incidentally, the 21-percent of the industry now using the asset- 
based method would receive no benefit from the FIR reduction, since 
FIR is not used in calculating net worth under that method. 

The second factor that you should consider in evaluating the need 
for the 5- to 4-percent reduction is : There is no conclusive evidence that 
S. & L.'s are in fact finding it increasingly difficult to meet regulatory 
requirements. 

At present, there is a sizable surplus of actual n worth over re- 
quired levels of net worth. Industrywide. L83 per- 
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cent of required net wortii at the end of 1977, and there was a sizable 
surplus in all categories of S. & L.'s. 

In addition, there was no trend toward an increase in the number 
of institutions failing to meet net worth requirements. The failuic 
percentage at the end of 1978 was 3.3 percent, a fairly minimal level 
by historical standards. 

A third point to consider is that if it seems sensible to make reserve 
requirements less stringent, if that is necessair, then there are admin- 
istrative alternatives to the statutory amencuuent approach of 401. 

To give one example, the National Housing Act gives the Bank 
Board considerable discretion to determine what items may be connted 
as reserves. This authority could be used, for instance, to include valu- 
ation reserves as part of general reserves. 

Other alternatives include extending the accumulation period fran 
20 to 30 years^ increasing the number of years used in computing the 
average deposit base against which the statutory 5 percent is appUed; 
further lit>eralizing earmarking provisions; and switching require- 
ments back to the beginning-of-year basis that was formerly used from 
the end-of-year basis that is currently used. 

Naturally, since the underlying problem with reserve requirement 
compliance is the downward trend in industry net worth, the moGt de- 
sirable approaches in this area would be those which concentrate on 
actually reversing that trend, rather than dealing with its symptrans. 

There are several possibilities, some of which I might tentatively 
support, and some oi which I might tentatively not support, but at 
least to look at some of those possibilities we would have to consider 
such things as: Restraining S. & L. deposit growth; reducing tax 
rates; autnorizing higher-nsk, higher-profit activities; permitting 
greater use of preferred stock by stock S. & L.'s ; facilitating mutual- 
to-stock conversions; and designing an external source of equity capi- 
tal for mutual associations. All of these are discussed in my prepand 
statement, and since my time is limited I will restrict my remark to 
the last possibility as it relates specifically to H.R. 3306. 

That measure would authorize Federal S. & L.'s subject to Bank 
Board regulations to ^ue mutual capital certificates, the proceeds of 
which could be used to satisfy FIR and net worth requirements. 
MCC's would pay interest at either a fixed or variable rates, but pay- 
ments during periods of reserve requirement noncompliance could tSLKe 
place only with FSLIC approval. 

On the other hand, the instruments would be entitled to the pay- 
ment of interest prior to the allocation of income-to-reserve ana net 
worth requirements. Losses could be charged to MCC's, but only after 
exhaustion of reserve and other net worth requirements. 

It has been the Bank Board's policy to exclude all instruments ex- 
cept permanent capital from the class of instruments eligible for treat- 
ment as reserves. The underlying reason for the Bank Board's policy 
has been that the instrument must be completely available for tne ab- 
sorption of losses on a permanent basis. 

Thus, debt instruments which have to be repaid either to principal 
or interest do not qualify for such reserve treatment. 

The bill, however, contains several provisions which would make 
* MCC ineligible for treatment as a true reserve. Accordingly, we 
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Ki« recommoKling scmral lenraoos in the pnqraeal to deal with this 
specific problem. 

First : Any reference to the word ^'interest" should be dropped and 
"dividends'' sobetitnted for it. ''Dividends,^ onlike "intereet," nuy be 
paid at the discretion of maoagement and the bcoml of directors. 
There is no legal obligation to make dividend pavments which would 
give rise to any claim against association assets By a secnrity holder, 
for earning can be nsed to pay losses without re^rd to the paymmt 
of dividendk. 

Second : The bill shoold be clarified to state that dividends are not 
required to be paid prior to allocatiwi to FIR nrt worth aoooQnt& Hm 
reason for this is that any mandatory payment is in the uatoie of in- 
terest, not dividoids. 

Third : The bill should include a prohibition on mandatorr redemp* 
tion for mnfcring fund paymrats. This is necessary for a gimiluT reasoo. 
While an asociatioo should have the option to redeem its securities 
when the market cmdittons are fav<»mlMe, it should not be obligated 
to do sol Such an obligatitm. like the ohligatkm to pay interest, woold 
be enfc»ceable without re^rd to losses. 

Apart from »«»mining MCCs from the standpoant of their suit- 
ability as reserves, the Bank Board has also looked at them in terms of 
martetabili^. While investment booses are somewhat tentative on the 
MCC concept — which is. of course, a novel one — it may be possible to 
structore tbe instrument so that there would be a national nuufat for 
MCC's, probably coextensive with that for prekmd stock, as well as 
r^^nial markets. 

We estimate that minimmn asset size for potential S. A Li. partici- 
pants in the natimal market woold be approximately $500 mil Hon. 
Tbis sized protectkm is based — our projection is based lai^y oo 
three fact<KS : 

One : The minimum ecmomical issue size is $10 to $15 million. 

Two : Minimum after-tax earnings of approximately $3 millMm 

Tliree : Allowing no more than 50 percent of existmg net worth in 
MCCTs. 

'Hie last two requirements are lar^ly issuance tests that have to he 
met in order to sdl preferred ■ tlirough investmoit bankers and 
nndonbtedly would be applied to XPs. 

I wonld bke to note at this that mie of the aspects of preferred 

stot^ that aids its marketabil ' is provision for a sinking fond, a fea- 
tare I have indicated we bel e is inconsistent with indosifln of an 



Thus, there is to some extent a conflict between marketing oonsidera- 
tioDS and the nltiniate goal of structoring the security which will ba 
folly available to absorb losse 

While the effectiveneffi of ICs to investors will stem from their 
hi^KT yields, their attractive >f S. & L.'s will subs t a n tia ll y derive 
from Uieir leveraging ^ect. 

Afto* making certain aasom i i we m are reasonable 

one regarding MCC vields, \ k t ^ yiekas, t »rth require- 

ments, and cost of funds basea ivlb ngures. we ive ca ila that 
in the case of a *10 million 1 .i„ — wl i a e 

fbra$S00mi cia - il; a i 

bereqnizedtoa i a u* ei oi y to 
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meet its dividend payments. This, of course, would represent a reU- 
tively small percent of the $190 million in new savings which the MCC 
proceeds would support. 

In sum, we believe that MCC's are an attractive idea. There is of 
course no experience with issuance of such instruments by mutual 
associations. We will thus have to proceed with care in providing for 
their authorization in order to insure that their use of association 
capital structures is consistent with prudent reserve policies, and that 
the instruments, when issued, are in fact attractive enough from an 
investment standpoint to serve their antcipated roles as attractors of 
capital. 

We would be pleased to have the Bank Board staff work with your 
staff to make certain that the provisions of H.R. 3306 are drafted in 
a manner consistent with these goals. 

The next provision of H.R. 5280 which I wish to address is title 
III : Financial Eegulation Simplification Act of 1979. This title would 
require the Bank Board and other Federal financial regulatory agen- 
cies in effect to minimize the regulatory burdens they impose on finan- 
cial institutions. 

The Bank Board is in complete sympathy with the goals of title 
III. Regulatory simpliiication is an issue to which I am deeply and 
personally committed, and during my teimre at the Bank Board, I 
intend to see that in this area the agency makes a substantial im- 
provement in what has already been a good record. 

I do wish to note, however, that regulatory reform on a Govem- 
mentwide basis is the object of many bills now before the Congress. 
For the sake of uniformity, it might therefore be preferable to avoid 
establishing requirements for the Bank Board and its sister regulators 
that are substantially different from those governing over Federal 
agencies. 

In any event, we attach for your consideration as exhibit 2 some 
technical amendments to the title that we believe would be desirable. 

The final provision which I would like to discuss are sections 402, 
403, and 404. 

Section 402 would simply increase to $75,000, from $60,000, the 
dollar limitation on loans not subject to percent-of-assets restrictions. 
As in previous years, the increase is needed in order that associations 
can continue to provide home financing in amounts commensurate 
with housing costs. We urge you to approve this provision. 

Finally, we also urge you to approve section 403, and amendment 
to section 6(c) (2) (") of the Federal Home Loan Bank Act which 
was proposed to Congress by the Bank Board. Section 403 would 
allow the ratio of advances to Federal Home Loan Bank stock hold* 
in^ of member institutions to be 20 to 1, instead of the current 12 to 1. 

The Bank Board has found that during periods of economic down- 
turn, the present 12-to-l ratio acts as a restriction on the ability of 
the Bank Board to assure stability in the housing sector. It is the Bank 
Board's judgment that a 20-to-l ratio would provide sufEcient sta- 
bility with greater flexibility in the agency to adjust to tight credit 
periods. 

We also hope that you will support section 404. Section 404 would 

amend section 10(a) of the Federal Home Loan Bank Act to permit 

to make secured advances to their members using as security 
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such residential home mortgages and obligations of or guaranteed by 
the United States as the Bai& Board may prescribe. 

Under present law, overly detailed statutory restrictions are set 
forth relating to loan-to-value ratios applicable to various kinds of 
security, as well as to loan terms and loan amounts. 

These restrictions have become unrealistic, not having kept pace 
with increases in the cost of housing and the expanded investment au- 
thority of Federal Home Loan Bank Board members. 

Mr. Chairman, this ctmcludes my remarks, and I would be happy 
to answer any questions that you and the subcommittee might have. 

[Mr. Janis' prepared statement on behalf of the Federal Home Loan 
Bank Board follows:] 
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to atpmrnr h«fni'« pan tiwilir *A teVkUY 4a htf^t at UM KvitK*! Snm* 
lAU Bvk Kami cmctrntn g K.B. US4. U* DafOAitoax laMiUltOMt 
Act Of ■I'''^* ^ Hagm tft^E tlti» is oiiJ( ttt* tirat of Bmi ^f>»f>B»w. 
t Kill BBkB bofora «&ix Ti^i i— itf. •• pwt at vtet I >nwi l «« 
b* a coatiuilitig and pcoduicei>* movlUBf r«laciona:iip. 

J «1U ha rn— ni tan ob tkdn* mm^^K proaiakoM of tkia UU> U> 
tb* nm mttnum tso* i t» * F*reMti (21 tk* nqolatoay ala^itiCiattw 
proviaioost and (3> tka Vitla IV aMateaata to calaaaa VMatttt tiaada 
foE boac aoctJtaBi taadia^. I wilt alao dlaevaa tba laaaaac* at aHt«al 
capital ccttif icataa aa pnoidad foe la m.t. ISM. 

(1) The Baak Board doca not ot>lact to tba caaMtiOn in FIK [to* 
5 to « pcKcat. It aboaia ba tacogalsad, boMavar, tbat tbia houU 
ODly provide aoaa iaatitattoaa witb tovoraty rvltat ttom ragulatocy 
raqulna»Bt». Boiraavac, •• tbiak it is iiv^rtant tbat tbaca 

not ba any confaaiaa bitnam tba cooeap t a of capital adaquacy 
and ■iniBOB coital Icvals. Tba riB rapcaaaata a ainiBua capital 
lavel, cctabliBhcd for tba protactiOD of tba Fadaral SavinfB 
and Loan Inaoranca Corp^atioo. Capital adequacy> on tba othar li«nd> 
la evaluated by re^ulatoca and aaalyata In tb« aarkat pl*c«> and 
taaulti froa, amng otbar Uiiugs, daclalooa ragacdlBg tba opacatlona 
and fatar* proapeeta of tba ladlvldual aMOCiatlon*. Thu*i leduction 
ia the blolBUB capital laval aboald not ba aiacoDattuad «• • aolutloa 
to tba dacllalag capital poaltlca of tba industry. 

(2) MUiausb tbe Bank Board aupport* tba concept of an aitacnal 
•ourca of captltal for autual •••oci*tiana> bacauaa tbia doaa qo to 
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th* quaitlon of cdpltal adaquacy and aay rapraaant anoUiaE ^tion 
for SsL aiaociatlons wiahlng to Incraaaa thalc capital poaitionsi 
w« ilo bava ■ nuabat of obangea to auggcst In tht bill, B.R. 330fi, 
authocliing NCCa. 

(3) Tha Bank Board auppotta ragulatory aii^lification and haa 
aade a aajor affort to achieve thia soal. 

(4) Tha Bank Board aupporta tha awndMnta to raiaa tb« single 
fa«lly Bortgage ll>it to S7S>000, and change the collateral and atock 
cegulcenents Msoctated with advancaa fcOB the Federal Bcaa Loan Banki. 
FIR Reduction 

Currently, FSLIC-lnaured inatitutlona are required by atatult 
to accumulate reservea totalling 5 percent of theic inaurad eccounta 
and to do ao within twenty years of receiving Ineurance of accountat 
although a thirty-year accumlation period is per>isaible (if required 
to Beet Bortgage needs). This 5 percent reaerve. known as the Federal 
Inauranee Reserve, waa establlaheil to provide a cushion for the PSLIC, 
and nay be used solely for tha abaorption of losaaat no dlTldcDds Bay 
be paid froB tha reserve, and no dividends Bay be paid at all in 
years when loasea are chargeable to it, except with FSLIC approval. 
Section 101 of this bill would ai^ly reduce the S percent figure — 
which has been In effect since 1934 — to 4 percent, 

He underatand that the iiqtatus for this legislation coaes froa 
the decade-long, induatry-wlda decline in SSL net worth positlenst 
in the last ten years, the net worth-to-totel assets ratio for the 
Induatry has declined froa 6.9 percent in 1969 to 5,5 percent as 
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of Jona, I97S. Aim dadlna ba> t*«alt«d troa thn* Intar-nlaMd 
f>ct«rai lncr***«d taxatloa, r^ld dapoatt growth, and tba ralatioaabip 
of aftar-tai profitability to naarraa. 

Taaatioft 

Tbe tas burden on S4La baa Incraaaed aharplj over tbe laat tmnty 
yaara. In I97t, S(La paid tax at aa affccti** averag* rat* of 31>l 
percent, while in 19C0, tba fignr* stood at 0.7 parcant. Prior to 
the Kevenue Act of 19<2, SaLe paid alnliHl taxea aince all 
incoae added to reaarvaa vaa folly dadactible for tai porpoaea notll 
raaerrea aaountad to 13 percent of savings. That Act resulted to 
increased tax eipoanra by permitting only SO percent of net incoae 
to be deducted aa a bad debt reserve, and tba Tax Refoni Act of 19C9 
caused a further increase in BO. tax bills by providing for a tan-year 
phased reduction of the bad-debt reserve deduction froa CO percent 
to 40 percent. Additional Increasas were generated by tba Tai Mfor* 
Act of 197t, Aich reduced certain allovable deductions while raialng 
the tax rate on preference Iteas. See Exhibit I. 
Deposit flrewth 

As I indicated, rapid deposit growth alao baa contributed to 
declining net. worth ration. When savings growth outpaces profitability, 
the spread between liabilities (priaarlly depoalta) and assets — that la. 
net worth — shrinks. During the 1970s, the average growth rate for 
S(Ls was 11.2 percent, in contrast with an t.l percent figure during 
the 19C0S. 9he adverse effect of this growth on the ratio of net 
worth to aavings exsencially ateaa froa tb* fact that W percent 
of SSLs are aitusl tnstitatiooa which aust rely upon retained earnings 
to build up their net worth poettlans. Rapid growth aay aake it iaposalbla 
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tor « ButiMl ••■oetatlon to a^iav* a l«v*l of protltabtlity anffioiMit 
3 Maintain its nat oorth poaitlon. Tha raaaon (or tbl* la that an 
utltutlon which la axpariancing a aubatantial aavinga groHth 
naad* an adaquste patlod of tla* to Invaat thoaa aavinga in aaaata 
Hill qanarata retained aavlnga auIIloUnt to aaat ita raaarva 
Itaaent. Thua, with auatainad dapoalt growth over tl»at ratalnad 
Inga froB prior parioda will ba uaad to Beat cnrrant parioda' nat 
1 raquiraaantB. Thla May cauaa tha aaaociation to aiparionca a 
aqueaia on ita net worth poaitton and to turn away dapoalta and curtail 
InvastMant In houainq. 
[Itabilttv 

Finally, tha laval of profitability, aa ralatad to raaarva eaquira- 
mantSi baa contributed to the decline In S>L net worth poattiona. 
During the 1970a, the induatry ratio of net tncoae to total aaaeta 
averaged 0.G7 percent. See Exhibit !• Given thelc average net worth 
poaitlon and averaga growth rate, however, SSLa would have naadad 
to average about 0.72 percent during the paet decade In order to 
avoid a tecllna In their average net worth poaltion. 

Hhlle the current net worth ratio of 5.S peccant la not 
critically low, the Bank Board la aerioualy concerned about 
the downward trend, an^ ia atrongly interaata^ in waya to bait It. 
The 5-to-4 reduction, of courae, would do nothing tn thia regard, 
but would alnply act aa a atopgap that, given a continued net worth 
decline, would only poatpone Che day of reckoning. He do not 
oppoae the reduction, for there ia no galnaaylng that the 5 parcont 
figure la arbitrary, having been aeleeted during tbe econoaic cataclyaa 
of the Great Dapreaaion, and that reducing tha FIR caqulreBent to 
4 percent would allow *ore rapid growth aa well aa let BiLa 
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cptrat* on a aor* tlMibl* bamim. ir«v*rth«l«H, that* ae* a naabac 
of factora which h* ballvv* you abould taka Into account In conaidarlng 
tlie S-to-.4 nducClon. 
tttmet of Raduetlon 

'Icstf raduclng the Blnlnun laveX ol capital doaa not aolva tha 
problaB of capital adaquacy. Capital adequacy In the Clrat inatanc* 
i* • Batter dacldad by tba aBsoclatlon'a Banagaaenti dapandlng on 
how aggtaaaiv* or conaarvativ* It cfaooaea to be viCh raapact to 
branchlngi landing and ■» forth. Capital adequacy Is also detaralnad 
by InvaatMant analyata, rating agenclaai and ragulatoca cavlewing 
an aaaoclation'a tranaactiona in the public aarketa. Dnder aithac 
test, capital adwiuacv . which is the real pcoblen here, will not 
be affected by a change in the bIhIbub capital lefel fcoa 5 to 4 

Sacondi abaent sweeping change* In tb* Bank Board's ragulationa, 
the actual iac>act o£ reducing the FIR to 4 percent would be quite 
)i(£er*nt than what one Bight think. This reaulta fron the fact 
Jut since ISSt StLs have been aubjected to a net worth requirement 
B well as an FIX cequiceaent. In fact, the FIR TaquiceBcnt currently 
s only a ooBponent of overall net worth refjulreaent*. Tbs net vorth 
*qiiireBant is based upon the greater of two calculationst first, 
li« riR requlreswnt (generally S percent of all savinga ) plua 20 
*rc*nt of scheduled iteaa plus 5 percent of secured borrowings) 
ind, Bacond, an aaount deteralned by the Asset Conposltion Net Worth 
:acnh) Index, which sets percentsge reserve requireBents for different 
types of ■••ata, plus S percent of secured borrowings. Hhil* lowering 
the riR percentaqe would lower the net worth required under the first 
Mtbod, it would not affect the anount required under the second Betbod. 
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SiLa now gsing tb« aBBit-baaed Bctbod would not b* affactad 
by tha S-to-4 reduction. Hhila aoaa asaoclatlona a>ploylng tha PIR-baaad 
method would reap tha full benefita of the reduetioHi othera would 
noti bacauae they would become subject to tha aaaet-baaad taat. laaad 
on 1S77 data, we have calculated that reduction of tbe FIR benchaark 

:h* aaaet-baaad 

rather than 
ice au99eat* 



to 4 percent would eauae the percentage of 8CL« using 
method to rise fraa 22 percent to 61 percent, and wouli 
decline in required net worth of leas than 10 parcentr 
the 20 percent figure • S-to-4 dacreaaa would on Ita I 
The possible Increase in tba number of BCLa using 
is a Bstter of concern to the Bank Board. When the ACNH 
created in 1972, it was an additional requirement ebovi 



tbe PIR-based method, and wai 
conjunction with a belief thi 
to the asset-based method 
ACHH Indes a low-priority it< 

In recognition of the 
the ACHH Indaii the Bank Boai 



and evaluating technical proposals by independent 



foe an analysis 
Index that can t 



substituted for the 



craning from that projec 
and analyala bs the Bar 



a better teat and that a 
the PIR-baaad method for det< 



used by feu Sii>b. Thoae 
: tbe rlR-based metbod wai 
ide periodic review and ce^ 



preferable 
'Iston of the 



!d for a review and poaalbla raviaion of 
is currently in the procesa of aoliclting 



and the design of a 



nsultanta 

■w aaaat coapoaltion 



be followed by a 
d ataff. Thua, while the Bank Board 



now believes that the asset-based method probably would raault In 
sad ACHH indei would be preferable to 
irmining required net worth, it will 



> complete tha i 



vision of tha ACHH tndas. 
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Current Pe«ltlon of Indmtry 

A aecond factor 7011 ahould constdar in avaluating tha nead for 
the 5-to-4 reduction im that tbara la no conclualve «vidanca 
that StLa ac*> in fact, finding it incraaalngly difficult to aaat 
regulatory net worth requlraaentB. At present, there 1* a Bi>«bl« 
surplua of actual net worth over required level* of net worth. Induatry 
wide, actual net worth waa 163 percent of required net worth «t the 
end of 19TT, and there «•• a alteble aurplua in all categoriea of StLa. 
Relatively apeaking, lerga EtLa tend to have aaallec aucpla*«*> but 
the blllion'dollar-and-ovar category still ehows a ratio of over 
148 percent. 

Another ii^iortant atatistlc In this regard Is the percentage of 
S4La that tail to sect required net worth l«v«ls> There is no trend 
toward an Increase In failures. Th« failure percentage at the end 
of 1978 was 3>3 percent, a fairly nor>al level by historical standards. 
It Bay be noted that iHtlle there is no long-term trend toward aore 
net worth requirement failures, those failures do behave cyclically. 
The proportion of S(Lb failing to acet requir^aents tends to Increase 
during yeara of rapid depoait growth and to decline during yeara of 
■low deposit growth. I do wish to point out that theae f iguirea say 
ohacure the nuaber of StLa in rapid growth areas that have been 
forced to restrict their growth in order to avoid violating net worth 

Alternatives to Statutory FIR tednction 

A third point to eonaidec ia that if the palliative of Baking 
reserve requireaenta leaa stringent ia seen a* necessary, there are 
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alterD«tl«*a to th* approach of 1401. To qiva on* asa^la, tha ■atlonil 
Housing Act glv«« tha Bank Board conaldarabla diacratlon to datarmint 
what Itana.aay ba counted aa raaarveai thla authority could ba uaad, 
foe inatanea> to includa valuation raaervaa aa part of qanaral raaamii 
or to redefina aceaptabla reaarvaa as nat worth and not juat riR. 
Othar altarnativaa Includai aitanding tha aoouaulatlon parlod froa 
ID to 30 yaarat incraaalng tha nunbar of yaara uaad In eoaputlng 
tha avaraga dapoalt baa* against which tha statutory 5 parcent la 
appltadt fucthsr llberalliing earmarking pcovlalonai and swltoblng 
raqulrenents fron the end-of-year baala that la currently used 
back to the beg Inning -of -year basis that waa formerly used. ^ 

The Bank Board, In fact, has aiecclsed soa* of these options In tbe 
past to lessen tha burdan of net worth requlraBsnts when such action 
was warranted. For instance. In the early 1970a, when eatreaely 
rapid deposit growth made compliance with net worth raqulrenents 
unusually dtfEleult, the Bank Board took several actions to fscilitaU 
coMpllance. Theae actions Included allowing de|^sit averaging 
(1971), and permitting earmarking of pledged savings accounts (1»73|. 
Alternatiwea to Reduce Downward Trend in Industry Het Worth 
The fourth factor to keep In mind is that alnca the underlying 
problem with raaerve requirement compliance ia the downward trend 
in industry net worth, the most desirable approaches in this scea 
would be those which concentrated on actually reveraing the trend, 
rather than dealing with its ayaptoms. Foaslbllltlaa include reatralni>i9 
StL deposit growth, reducing tax ratesr authorising highar-rialCi blgWi' 
profit activities, permitting gcaatsr uaa of preferred atock by stock 
8CLS, fscllltatlng mutual- to-stock conversions and designing an estern*! 
soure* of equity capital for mutual associations. 
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na first pM«ibiJl*r> «(artk fwBUaiat, doca ottmr m w *» k>l* 
faltlag sat Borth rstioB. ta CwA. it t> «Ircadly ascd hf tkc ISUC 
ia iBdi*ite>l n— of FU failan. Ma aa iadaater-vide policy. 
bonevcE. restraiat inaU h»»T dear disadraataqes. riiH tbe 
Of tha 5KL. ■luai.i qnmk aeaaa a a loan pOKUolio lai imi . 
tranalatas ia^ a flTialag of pmfitMtilitr. Ia 9aaaral. a 



Cnada availabl* for aort^asa leaaia^. 
a. ^a FolicT 



poaltiow aoald ba to lOMx cfCeeti** tas ntca oa SU«. If SU. taa 
rates bad ■■■■la>ff at pcc-l*C9 Icaala, tka aat aoctft caUos af Sau 
■iqht KA haac fallaa at all dsris* tka 1*7»b. Mmt aaalaacioB a± 



ttf capital adeqsBcr. bst ataaral ^oals of koasiag f i a lar t 

SIkc SU. proCitabilitT is a ooatribstoc to tka | 1 < 



t to allov Saxa to aa^afe la aare pcaEit«fcl« activities, aa yoB kaoo. 
Ha »a^ Board ^m loog utersiB viviaf TaOaral ■ 



t vftfe tks traditloaol nu^ilsiai c 



: ladastET's role as swller oC a 
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to lonq-standing national goals. In any avant, avan If StLa wara glvan 
the naw poweri todavi tbair affact on net worth would ha fait only In 
the Ions tuAt sine* it quits clearly would take a considarabla tl«e 
for aeeociatlona to laarn to use the new authority in an alfaetive 
and profictble Banner- 

D. Preferred 8tock 

A further approach to the nat worth dilaaaa which the Bank Board 
recently took i* the approval of the Itauanca of preferred stock 
by stock SCLs with the proceeds being used to aaat FIR and net worth 
requirements. The snail proportion of the total industry (20%) represented 
by stock institutions, however. Beans that this approach has only 
a limited potential [or affecting the overall industry net worth 
position. 

In a rscsntly approvsd Federal association appllcationi the Bank 
Board agreed to let the applicant issue preferred stock 
and earaark the resultant Increaencal paid-in aurplus to the FIR. 
The Bank Ek>ard based ita detecinination on four fectorsi 

1. Ho dividends would be peld if peynent would result In a failure 
to Beet FIR and net worth requireraentat 

2. Since the association has no Isgal obllgetion to declare or 
pay any preferred dividends previously peaaed, a cuBulatlve dividend 
provision contained in the proposal could never create a liability 
for the FSLICt 

3. Unlike three previous requeets froa associations to issue pre- 
ferred stock for PIR/net worth purposes, the association is not in 
jeopardy of falling its PIR/net worth requireBentsi and 
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Mtc bo aUifaUaa to a^w tmj — Jitnni aiaUng twui i>r pciacipal 



Board c^taideratiiH of fat»* icplicationa by otbar atioek asaaciatioi 
to issaa EBrcfCExad atsck. 



, ia paradt^iag bMi^U. iaatitotlooa to c 
to tb* atnA foca. ^ I iadieatad in ^ coaf iraati^ baariag bafOcw 
tlia Sanatc Baakiag Ca^ntcaa. I parao^klly aa CavorablT JIth— rt taaaid 
the antaal larm, aad iatend tD take • Cloae look at tba coovarai^ laaac. 

■cvertfaalaaa, tba ^rtaal to atod convacaioa pcoca a a is aaoUMc 
May la ithitA as aaaodati^ tmt 1^ (lian Ij «atfnf« its capital positioa 
and inaacs mat i— ad cavital adavwcy. Aa of kagast IC, 1*79, tka 
Bank BOud bad ^nami.J 5* amnaiiaHr aotbar n aaaociatiooB ba«a 
COBVcnioa a^licstiiBB paadiag. 

In a caa*arsiaa, tba coararttag asaociatioa racaiaas aa la^tdiata 
infosioa of capital (aad laad^ila f^i^l tbroogb tba aala of ita 

forarar tba ability to ratorn to tba aqaity aarkct in ocdac to atava 
off pro^icctlva capital Oaficiascias via tba sale of aota sbaiaat 
aaaaral eoaaarttd aaaociatloas ba*e done tbla within a year or two 
after MaaaraioB. la additioa to tba iBadlate capital iacraiat, 
coaaaraloa coital baa a Baltiplier affect als'-a-ais tba craatioa of 
loadable aariaga faada for hoaaiag. ba a role of tbiHb. every addia 
dollar la aat aortb (above ca^alatory net aortfe alalanaa) atll permit 
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■n BuoclBtion ' ■ uvings to gcow approxlaataly by twenty dollar*. 
The twenty new Bavlngs dollara aupportad by aach naw net woEth dollar 
will be uved by the aaaociation prlnarlly for tha origination of 
mortgage loana. The aggregate IncEanental net worth ganeratad by 
converaion (approximately $153 >llllon) hB* given converted aaaociatlona 
the potential for over $3 billion In aavlngi growth. 

F. Mutual , Capital Certif leatCB, H.R. 3306 

Another approach la auggeated by H.R. 3306, the Savlnga and Loan 
Aaaoeiatlona Jnveat>ent Act. Thla aeaaura would authorlia Padacal 
StLa. Bubject to Bank Board regulation, to laaue Butual capital 
cartlfleataa, the procceda of which could be uaed to aatlafy FIR- 
and net worth requirements. The bill provides that HCCs would pay 
'Intereat* at either a fixed or variable ratCi but payaenta during 
perloda oC FIH/net worth raquiceBant non-cravllance could take place 
only with FSLIC approval. On tha other hand, the InatruaentB would 
be entitled to the payaent of intereet prior to tha allocation of 
incoae to reaecve and net worth accounta. The bill alao provides 
that HCCa would conatltute a clala in liquidation on tha general 
reaarvea, aurplua and undivided profit* of the aaaociation remaining 
after the paynent in full of all aavlnga accounta, aavlngs certifloates 
and debt obligations, and would be generally aubordlnata to those 
three claaaea of obligations. Losses could be charged to MCCa, 
but only after exhaustion of reBsrve and other net worth accounts. 

The bill alao provides that debenturea ahall be deened as reserves. 
and atlpulates that, as with HCCs, (1] losses Kay be charged agalnat 
debentures only after raaerva and other net worth account* have been 
aihausted, and (3) interest May be paid on subordinated dabentutea 
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only during parloda of co^lluie* with E«««nra r*quir*B*ntB, aieapt 
with F8LIC pvralMloa. 

Tb* bill would dalct* alao an aaiBting sututocT probibitloat 
aqainat tba laauanca of capital atock by Fadarala, and would asplieltly 
allow auch inscitutioni to isau* pcafarrad atock. 

AlthDuqh wf diacaaaion daal* priaacily with tha aaa of HCCa 
for certain purpoaaai tha uaa of aobordlnatad dabantoraa Cor alBll«r 
anda raiaaa like quaatlona, aapacially with raspaet to tba iaanaa ot 
paraanant righta oC holdara and aarkctability. 

Prior Sank Board Polier 

It baa b*«n tba Bank Board'a policy to eiclode all Inatrtaanta 
ascept paraanent capital fioa tba claaa of inatmenta ellgibla for 
traataant a* FIR. Tbi* policy ia baaed on the recognitlMi that 
FIK waa aatabllahcd as a peraanent fund to absorb loaaea. Thua, 
debt Inatroaanta, which ha*« to be repaid either as to principal 
or intaroat, would not quality (or each reaerre traataant. For 
instancVi the Bank Board, in ont caae iSTOlving a preferred atock 
lasua, conditioned eligibility for FIR on the abaence ot any ainkiag 
fund f>r aandatory repayaant. As indicated, in its noat recent actloo, 
iB tba case ot a Federal stock aaaoeiatioB, the Board permitted Inclaaion 
In the FIR account on tbc eoodltion. inter alia, that there be no 



Eligibility oE HCCs >s riR 

Vbe onderlying reason for the Bank Board'a policy baa been that 
the Inatr it nt anat be eoapletely BTailahle for tbc absorption of 
loaaes on a peraanent baaia. There anat be no provision for e prior 
elalB by any claaa whtcb would iapedc the total charge-off of tba 
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initruatnt 
absorb loai 



iltanC 



of lossas. The bill aa praaantly atructucad would 
1 Bank Board policy bacauaa the MCC account could not 



laa coapl«t«ly> 



and other n 

If there wei 
holder CBi 
of the asi 






bill would 
abaance of 

Thus, 
Nhtch nay : 



lllOH 



he bil 



to make divl 
association 
to absorb It 



< of thl 



any 



Ividendi 
and th< 



HCC auat 
Ld be charged 
• ba«n «i 



1 HCC 1 



chargeable to the 
general credit or 
I for paat due interei 
• or the paymant of loi 
ea thia aertly caquicai 
Icltly any baaia for di 
king fund [or othei 
prohibiting one. 



va ita intended putposa* and to 
ly be an equity inatrmaant. 
against HCCa after reserve 
ihauated. HoHever> there nay be 
d require paynents even 
mis 



in againat the aasets 
without subordination 

The only provision in the 
lor FSLIC approval without 
.. To the extent the 
irenent provision) by 
■Igbt be able to 
letault, agaiiit without 
ivinga accounts or the pcior aatiafaction of loaaas. 
as presently drafted containa aeveral character la tics 
HCC ineligible tor treatnent «• a true raaerva. 
It we would raconnand that the bill be revised to 
tor clains a holder night have. Plrst> any ceference 
at* should be dropped, and 'dividends* substituted 

unlike Interest, are paid only at the discretion of 
board of directors. There nuat be no legal obligation 
.dand paynanta which would give rise to any clain againat 

shareholder, for earnings nust ba freely usable 
Ithout regard to the paynent of dividends. 
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Second, th* bill ahould ba dariflad to atate that dlvidanda 
ra Dot raqulrad to b* paid prior to allocation to PIR/net worth 
wounta.. .The ceaaon for this ia that any Mandatory payment ia in 
M natnra of Inteireat and not dividends* 

Thirds the bill abould Include a pcohibition on Mandatory redenption 
' alnking fund payaenta or other retireaent proviaionaj in general 
le Bank Board abould have clear authority under the bill to eatabliah 
rturity> tecaa and redeaptlon features. Thia ia necessary for 
allar raaaons. Hhlle an aaBoelation should have the option to 
daa» ita aecuritiea lAen market conditions are favorable. It should 
It be obllgeted to do ao. Such obligation, like the obligation -to 
y Intereat, would be enforceable without regerd to loaaSBi Holders 
uld be expected to enforce redeq^tion and siailar rights just vhsn the 
nda involved were Boat needed to ebaorb losses. Even though the 
11 conditions paynent of interest or sinking fund obligations upon 
apllance with FIR and net worth requlranants, HCCs would still 
t be peraancnt capital available solely for the absorption of losses. 
•t la, an association could be forced Co nake such paynenta at 
tiaa oben such payaent would underains its capital position even 
ongh it would barely aeet its minlaua net worth/FIR requlreaent. 
gal Cons Iderat ions 

Certein other legal eonaiderationa are raiasd by HCCs. For one 
ing, HCC iaauance would require an Ispleaentlng charter anendaent 
X Federal assDciatlons. Since ench an ansndBsnt would involve 
■etarial change in the association's capital structure, fairness 
mid require full and adequete disclosure to account-holds rs . 
Jnwise a reasonable legal arguaent could be nade In favor of giving 
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■ecount-lioldat* praaiQitiva rlghti. Anottiar quemtlon of c 
1« whathac tha anendaant of tha chartar to apprav* tlM iMuanoa of 
HCCa, wiilcti would t>a aanlot to account holdan' Eights to aaEniiigB, 
would raqulra the eatabllaluDant of a liquidation account aiallar 
to that raquirad In a convcralon to Maintain tha account holdars' 
intecaat In tha aaaoclatlon aarplua. Nhlla tha caa* lav would saaa 
to Indlcata that thla ia not nacaaaacy, tha conraralon pracadant 
may iiaka auch a provision a practical nacaaalty. PurtherBore, in 
Tlaw of tha inconslstancy of Bandatory ptoviaions for payaantt the 
bill ahould make clear tba powac of tb* Bank Board to laaua ragulatloo* 
giving HCC holdera aoae form of voting right*. Thla would offsat- 
any nagativ* urkating factora In eliminaCing tha Bandatory payment 
provialona. That la, Inveatora could look to th* right to Tota as 
an affactlve altemativa aeana of Influencing tlia pay«ant of dividendi. 
Andt finally, aa a genaral »att*r, the Bank Board would want to 
hava poKar to ragulate isauancaa of KCCs to anaura againat abiuaa 
favoring Inaldara. 
Harkctinq 

The Bank Board'a ataff haa oarafully conaidarad tha »arkatabillty 
of HCCa> In addition to It* own intarnal analyaiSi tfaa staff conaultad 
various InvaatBent houaaa aa to tha potential aarket for HCCa with 
characterlatlCB slaiilar to preferred stock, tha Boat analogous 
security. 

The general attitude vaa poaltive towerd national Barkattng of 
conventional preferred stock Cor large associatlona without ragulatoty 
net worth problaaa. On the other band, tha concept of iaaulng Mutual 
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capital c*rtiti««t*« or abtilar taatn^nts Cor BBtsal* i 
■oat of tba fina coaaaltad and tbay ••n ifaiJiit tntat 



aacucity to ba aold voold ^tat IIS raqalraaaota for elaaaif icatioa aa 
aquity aad tbaivby allaa cocponca Iswatora to aaatl lfc>aa>lTf oC 
tbe as paroaat prafarrad dlviand aaclaaloa. If aot. tba tawtrmat 
could am ba Baifcatad oa an attractlva baaia at aocwa ytald rata*. 
Nc bava not «iaca«sa« tbla laaoa with tbc ns. 

It ••• slso Mid that aiv praviaion tbat wttkboia* diviaaad 
or aiDking (imd payaaata Btil rn/nat wortb ii iilnaiiTi ara ■•» 
vould ba • aariooa ofaatada to ■arkatins tba aacoritiaa at yialda 
acceptable to tbc asaaciatiaaa aad tbc PSUC> ptctic^liTlj for tboac 
BssociaMons wfaicli ban tba Boat aaad to do ao: I ram ahic^ aaiBtaia 
Biaiaal act vortfe aotplaa aa . Tb» aarket place aaald likaly raqaira 
a bof far of afspcoaiaataly I parccat over rXK/aat aortft raqolatoir 

Tba ainiana aaaat aiae lor potential 5U. participaata ta tbe ^WlTn^l 
■arkat woold ba ifipnataately tSOO aillioa. Tbla slse projectioa 
ia baaad largely oa tbiaa tactocai (II tba -'-'-— eooooaical iaaoc 
aiae ia fIO-15 alllioaf (3> wtwlana aftar-taa aaninga of appcVKiaataly 
«3 ailllcni aid (3] BUo»ii>3 ao Bora tbaa 50 paroaat of aziatiag 
aat vortb ia mCCm. lb* laat tvo raqaira— ata arc largely l«— ■wea 
taata tbat bava to b* act la order to aall piafarrad atock tbzoagh 
iavastaaat baakcrat aad lAlcb a n doob t edly woald b* afiplicd to NCCa. 
Diract private plaotaeata aad tagiosal aalaa of prafarrad coaU lea a r 
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the participant alie balow S500 Million, bat«ev«r. ftaaociationa l«aa 
than $500 Billion in alia potantially would ba pactlclpanta in looal 
or raglonal aarkets Hhere tunda are nlsad froB both Individuals and 
Institutional invaatoES. Industry sourcss ace on recard as balievlng 
this Barkat nay pcoovs avan larger than the national Barkat- 

Tbers «r* cattain charactaristlcs of pcaCeEEed atock that Bake 
It broadly aacketabla. Thsy arai (1) a nandatory sinking fond baginning 
within 10 yaars pcoviding for BBOrtiiatlon of the Issue at a rata no 
laaa than 2 1/3 percent per year) (2) a aaxiauB maturity of 25 yaaES, 
or an InteEinadiate Baturlty of 10 yearsr and (3) a euBulatlva dividend 
raqulreBSnt with provision for conditional voting rlgbta in case of 
oaittcd dividends. Tbese aacektlng conal derations Bay not be consistent 
with the true reserve statue required of the KCC. Thus, there are 
•o»e Bsrkatlng considerations which conflict with the ultlBate goal 
of atrueturing a aecurlty wblch will be fully available to absorb 
losaea. It Bay be necessary Cor the Bank Board to approve a liaitad 
BaBber of pilot appllcatlona to issue HCCa before final ragulatloaa «r* 
provided. 
Leveraging 

Borrowed funds, in the fotB of aavinga, advances, and other borrowed 
Boney, average 90 percent of the total asaata and alBoat 100 percent 
of the total liabllltlaa of the induatry. A aaccassful StL's capitali- 
sation is constructed to obtain the greateat praotical leverage of 
borrowad funds relative to Its reaarve or net worth accounts. S(L*, 
unlike Most other buslnessas, can be highly leveraged due to tba salt- 
llquidatlng nature of their loans. In the caaa of MCCa aa daBonstrated 
in tbc eiaapla balow, aoae degree of leveraging is essential for tb* 
concept to b« viable. 
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fbm potential banatit* «C an NCC lasua and tb« tapart«nea of l«v«cag- 
ing tba iMue (or azpBDding tba borrcwing baaa) by aoiuiring IMW 
aavinga and/or dabt oan b* abomi In a st^illfied llluatratlon. nila 
ciaiqila of an laaua of NCCa locorporatca tba following aaauvtionai 

- 10 parcont aftar-tax diTldand payaent on tba HCCi 

- 9.S parcant beEf>ra-ta> ylald on naw BDrtgagaat 

- 7.5 paroant baCor*-ta« coat of all naw funds. 
An aaaociatlon with an af tactlvi 
could Invaat tba procaads of tba NCCs 
4.5 paroant. Thia woold product 
on the proca*da of tba HCC invai 
batwaan tba 10 parcant dlvldand 



a marginal Ineoaa tas rata of 30 paceant 
n naw Moctgagaa wltb • ylald of 
aftar-taa ratarn of i.iS^rcant 

itad. The 3.35 paroant dltfarantlal 

and C.C5 percent aftar-tai raturn 1* tba 



: that Buat be producad froai lavaraglng t 



• NCC* to bcaak avan. 



Mlth a Mortgaga Intaraat ra< 
coat of naw fimda of 7.5 
2 percent. Applying tba 30 parcai 



:• of 9.S paroant and an avaraga tntaraat 
tba groaa baCora-tai Incoaa yield la 
: affaetiva tas rate producea an 



•fter-taa ylald of 1-4 parcant on tba funda invaatad. By leveraging 
tbc proceeds of tba MCCs 2.39 ti>ea (3.35 divided by 1.4). the issuer 
can break even on financing tba NCCs aold. Thua. for • SIO ■illion 
iaaua ol NCCa, new aavinga of $33.9 adlllon would allow the association 
to produce the Incoaa necaaaaty to aaet its dividend payaentB- Savings 
attracted beyond tbia aaount and supported by tbe NCCa would produce 
Additional after-tas ineoa* available for retained earnings. At the 
BBilBUB, aaauBlng a 5 percent net worth raqulrsBent, savinga could 
be leveraged up to 19 tlaea, and aaaata up to 3D tlBas, the eaount 
of the NCC proceeda. 
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Hhlla tha abova illuatratlon wJcaa aii^lIEylng ••auaptlon* that 
•xcluda operating and non-oparating costa, thaaa may ba accountad for 
by reducing tha b«fore-tax Ineoae apraad. By lowacing the 2 paretnt 



apread In tlia abovt 

coata, tha levai 
la recalculated 
Lava raging 
on tha cost of t, 
genaratad by li 
nat worth accoi 
of tha NCC laai 
In order to aei 
repaynant of tha NCCi 
Cone luB ion 






la, of coi 
ButuBl ini 
providing 
in aaaoclal 



and others, 






' theli 



aiai^la tOr aay, 1 paccant to account fat other 
factor naceliary to break a**n on th* NCC laaoa 
be 4.79, varaua tha 2.19 figure calculated pravlooilr. 
laaua abova tha 4iT9 tiaaa required to bc«ak-«vtR 
icing provides the opportunity for the aamlngi 
■ante financed by the KCCs to contribute to tha 
If alnklng fund payaanta ware a rcquicemenC ** 
averaging Ih eacaea of 4.79 tlaes would be naceauir 
ate the earnings nacaaaary to initiate the echedultd 
beginning of the amortisation period. 



leve that HCCa are an attcactive Idea. 
such inatrna 



He wli: 
author 1] 
tBl struct 

and thi 



have to proceed with care In 
Ln order to enaute that their uat 
Is oonslBtent with a prudent 
llct with tha [Ighta of arutual ma tut* 

when laaned are in tact attractli* 
rsurant standpoint to serve their anticipated 
<f capital. Me would be ploasod to have the Bank 
iff work with your staff to make appropriate ehangea In 



B.K. 330t to anaara that laglalatlon la thia araa ia conslatant 
with tbaaa goala. 
Requlatocy SlBplifleation 

Tha naxt prorlaion of R.R. S2eo which I wish to addraaa la Tltl* 
III, tha Financial Ragulatlon fllBpllfleation Act of 1979. Tbla 
titla Hould requlra tha Bank Board and the otbat radaral financial 
regulatory aganciaa, in alEeet, to ■InlBia* tb« regulatory l)nrdana 
they iapoae on financial iDatltutioaa. Tha title alao ealla for 
periodic review of exiatlng regulationa and iivoaea a raqulreaent 
that the affected aganeiea raport tagulacly to the congraaa on tbair 
•uoeaaa in iBpleBantlng Ita provialona. 

The Bank Board la In collate ay^athy with the objecrtivea of 
Title III. Onder the adalnlatration of fonwr Chalnwn McKinney. 
the agancy Bade great progreaa in thia araai auecaading in reducing 
and ali^llfylng tha Rulaa and Regulations for the Federal Savings 
and Loan Systaa, cutting BaL reporting Taqulreaanta, and evaluating 
naw regulationa froa the atandpolnts of need and poaslhla altamative 
approaches. In fact, I ballava the agency la already operating under 
a aelf-lBpoaed ragiaan that aubatantially duplicates tha raqulraaents 
which Titla I would l^oaa. Aa 1 indicated to tha Senate Banking 
Coeoiittae in wy confirmation hearingi however, I have no intention 
of eoaating mi thia iaaue. Begulatory alBpltfioatlon ia an iaaua 
to which I a« Aeaply and paraonally ootMiittadi and during ay tenure at 
the Bank Board, I Intend to aee that in this area the agency Bakes 
a substantial iBproveaent In what haa already bean a good record. 

I do wish to note, howavar, that ragnlatory rafora on a 
govatMMnt-wida beat* is the object ol sany bill* now baCora tha 
Congraaa. For ttja sake of unifomity, it »lght therefore be 
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pr*f*rabl* to anoia •auuiaktag n^DlnMnt* f«c UM ••*>( aoatd 
and its miatcr ivgalatoTS that ar* aobatantlinlr diffat«Dt fna 
tbosc <(o«*ming othar Federal agaaciaa. In any avwitt wa ba*a 
attacbad fac year cociaidcration •• tahlbit 2 »em» tacfaaical aaaa^nata 
to tbe title that nM beliera wmld be desirable. 
■ortqaqe Ftnaoctnq frorlsioaa 

tlM final piovtsioM whldi I «o«M Ilk* to discaaa an SS40a.4«3 
■ad 404. Sectioa 402 aiaplr wMtld incraaM to tTS.OOO troa ftO.OOO 
tbe dollar llaltatioa af^licabl* to Pedaral •••oclatlOMS ea loan* 
not subject to percentage-o( -asset* reatictlona. lacause of constantly 
high inflation and tbe ever- increasing real growth in bousiag c««tSi 
raising this Unit has bacoae a periodic ritual. As in previoua years, 
the increase i* needed in order that aaaoeiatloaa can contiaite to 
provide boa* financing in aaognts en— e nsure te with bouaing coata. 
He urge you to •ppron this provision. 

He also urge you to approvo S403> an aaanAMnt to |i(c)(2)(iil 
of the Federal Boae Loan Bank Act which was prtyoaed to Congress 
by the Bank Board. Section 403 would allow tbs ratio of advancea to 
FHLBank stock holdings of Beabtt institutlooa to be 20-to-l instssd 
of the current ll-to-l. The Bank Board has found that during period* 
of econoaic downturn, the present 13-to-l ratio acts as a restriction 
on the ability of the Bank Board to aBBura stability in the boualng 
sector. It is the Bank Board's ]udg»ent that « lO-to-l ratio would 
provide sufficient stability with greater fleaibility in the ageoey 
to adjust to tight credit periods. 

Finally we support S404. Ssetlon 404 would sMnd tlO(a) of 
tbe PBLBank Act to persit PHLBanks to Naks secured advances to their 
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■Mbara uslnq ■■ sacurity aucb residential hose Boctgagea and obllgatlona 
of oi guarantaad by tha Unltad Statea aa the Bank Board K»y prescrlba. 
DnlaT prasant law. overly detailed atatutory reatcictlona are a«t 
{oitb relating to loan-to-value ratios applicable to various kinds ' 
of KCurlty, as wall as to loan taraa and loan aatounts. These 
rutrictlons have becoae unrealistic, not having kept psce with 
iBcnasas in tha coat of housing and the avpandsd InvastBant authority 
of rai-Bsnk MBbers. 

Adoption of the eBendaent would alao care a technical difficulty 
In existing tlOtb) of the PHLBank Act, which references a now non- 
nletent sentence In |5(c> of tbe Soae Ownera' Loan Act> 

This concludes iy remarks. I will be heppy to answer your 
9a«atlons. 
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Exhibit 1 
Selected Financial Ratios For Insured SSLs, 1MD-T9 



Year 


Net North 
Assets 


Effective 

AverBBB Tax 

Rate 


Return 
Assets 


■ a- 

Rates 


1960 


6.86t 


0.71 


NA 




1965 


6.66 


16.1 


.67% 




1970 


6. 75 


20.5 


.57 


S.OI 


1971 


6.34 


24.9 


.71 


19.0 


1972 


6.01 


27. 1 


.77 


18.7 


1973 


6.23 


2S.6 


.75 


9.7 


1974 


6.19 


30. B 


.54 


7.1 


197S 


S.80 


30.4 


.47 


17.6 


1976 


S.S7 


30.1 


.64 


17.6 


1977 


5.4S 


30.6 


.77 


15.2 


1978 


5. SI 


31. S 


.B2 


11.5 


1979-1 


5.51 


W 


.69 


U.3 


1960-69 




10.6 




■ 8.1 


1970-79 




26.3 


.67 


12.2 
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71 

Eidtlblt 2 

4 TITLE m— FINANCIAL REGULATION 

5 SIMPLIFICATION 

6 ' Sec. 301. This title imt be rited at the "nnancial 

7 Regulation Simplification Act of 1979". 

8 FINDINGS 

d Sec. S02. The Congress flnds that nHty- regulations 

10 tuued by the Board of Governors of the Federal Resen-p 

11 Sj'Stem, the Board of Directors of the Federal Deposit Insur- 

12 ance Corporation, the Comptroller of the Currency, the 

13 Board of Directors of the Federal Home Loan Bank Board, 

14 and the Board -• the National Credit Union Administration 
'S (hereinafter referred to as the "Federal financial regulaton- 
1-6 agencies") «ftM- impose costly, duplicative, and unnecessary* 
^"7 burdens on both financial institutions and consumers. Regula> 
I'S tions should be simple and clearly A\Titten. Regulations 
is should achieve legislative goals effectively and efficieRtly. 

20 Regulations should not impose unnecessary' costs and paper- 

21 work burdens on the economy, on financial institutions, or on 

22 consumers. 

23 POLICY 

24 Sec. 303. Regulations issued bv the Federal financial 

•bould b* .conslBtant with the following goala • 

25 regulator;- agendes sfa riHn s n re-tfagt — 
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ahould tw 
1 .. (1) the need for And purpose of the regul&tioD are 

' 2 established cle^rlr; 

3 (2) m«»iungIuL alternatives to the promulgation of 

should be 

4 regulations -ftre considered before any regulation is 

5 issued; 

6 . . <3) compliance costs, paperwork, and other bur- 

7 dens on the financial institutions, consumers, and 



9 (4) conflicts, duplication, and inconsistencies be- 

10 tween the regulations issued by the Federal financial'' 

ahould 

11 . . regulatory agencies are-ie be avoided to the extent 

12 -possible taking into account differences in statutorj' re- 

13 EponsibiliUes, the classes of financial institutions' regu* 
. 14 lation and methods of implementation of itatutory or 

15 policy objectives; 

ptovialon ahould be aade for th« 

16 (5) /timely participation and comment by other 

17 .Federal agencies, appropriate State and local agencies, 

18 financial institutions, and consumers - a r e a v ailabl e' , and 

abould 

19 (6) regulations issued GIHitl be as simple and clear- 

20 ly n-ritten as possible and understandable by (hose who 

21 are subject to the rules. 

22 BEVIEW OF EXISTING BEOULATIONS 

. 304. The Federal Gnandal regulatory 

24 sluiir establish a program which assures periodic review of 

25 existing regulations to determine whether those regulations 
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1 acluevfl the policy goitt in lecUon 102. Those regulations 

-2 which u-e not in keeping vith the policy goals smitt-be re- 

3 vised according);. 

4 ' BEPOBTINO 

5 Sec. 305. Not later thin six months after the effective 

6 date of this title and in subsequent annual reports, each Fed- 

7 era! fuuncial regulator;- agency shall submit a report of its 

8 progress in implementing this Utle to the Committee on 

9 Banking, Finance and Urban Affairs of the House of Repre- 

10 sentatjves and Uie Coidnuttee on Banking, Housing, and 

1 1 Urban Affairs of the Senate. 

12 TEBMINATION DATE 

13 Sec. 306. Unless extended, this Utle expires Tire years 

14 after its effective date. 
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■notcnriHT 

SEC. -307. Rethlnt Id Chi* tltla (hall eicat ■ rltht of aetlsa 
a bahalt ef any partT to anforc* tha preTlalBna af thla Citla. 
r aball affacc tha validity of any rula or lalulatlDn B« In 
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Oluurnuui St GmcAix. Thank you, Mr. Janis. 

The Chair would like to enter into the record at this point a tetter 
from ooT collewie, Mr. Stanton, alone with a statement that he has 
submitted for t£e hearing. Naturally, ne is interested in this legisla- 
tion becanae of the inclusion of the Kegulatory Simplification Act, 
so the Chair will, without objection, enter his statement at this point 
We also have statements fnun the Federal Deposit Insurance Corpora- 
tion and the National Saving & Loan League which have been distrib- 
uted to the members and which will be made part of the record at 
tjiispoint. 

[llie letter and statements of Mr. Stanton ; Irvin H. Spra^e, Chair- 
man, Federal Deposit Insurance Corporatitnt ; and the Natioiutl Sav- 
ings A Loan League follow :] 
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U.S. HOUSE OF REPRESENTATIVES 



Hon. F*mind J'. St Gtmin 
□ulnm, SubcoHtttM on Flmnclil Institution* 
SufMrrlilon, ttegulitlon and Insunnca 
IIX Rvbum Hoittt Offlct Building 
WuMngton, D. C. 

Dnr Hr. Chit nan: 

Firjt, Itt M tl._ .,._.. 

Itefluljtton St^ilincitlon fct of 1979, TUls , . _ 

shin tf btHtf that thit Ii truly ■ b1p«rtli«n Itiut that should btntflt 
both rinanclil Inttltuttont and tontvmr*. 



itgtlni V thinks for ictlng oi 
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STATEfCNT OF HON. J. WILLIAM STANTON ON THE FINANCIAL 
KGUUTIOH SlWLIFfCATION ACT OF 1979 BEFORE THE 

sueoiminEE on fikancial institutions supervision, 

■ HEGULATIOH AND INSURANCE. SEPTEMBER Z5. 1979 
fr. Chaimn, let ne begin by coimendlng you for holding these hearings 
ax S28a, Title III of which Is the Financial Regulation SJipltflcatlon Act 
1979. Although this part of the bill originally was introduced Jointly by 
tht Hinority Kewten of the Banking Comlttee (H.R. 3450], the fact that 
iave incorporated It as part of H.R. 5ZB0 underscores the bipartisan support 
this Beasure deserves. He all should be concerned with eliminating unneces- 
costs and paperwork burdens lnposed on the econonv by federal regulation of 
■cla1 Institutions. Ultirnately, the 'unnecessary' part of this regulation 
■ the consuaer who aust do business with a financial Institution. 

The Financial Regulation Slnvllflcatlon Act of 1979, Title III of H.R. 
. both coipltnents and corrects an omission of President Carter's Executive 
• of March 1977. "laprovlng Government Regulation," by requiring the 
Kial regulatory agencies to Initiate the same type of regulatory reform that 
ither executive agencies are required to undertake. This legislation requires 
the Federal financial regulatory agencies periodically review existing 
lations in light of the bill's policy directives. 

This regulatory refom legislation clearly states six separate policy 
: Mhldi nust be used as a standard In Issuing any nex regulations: 

• First, the need for and purpose of the regulation are to be 
established clearly. 

• Second, neanlngful alternatives to the regulations must be con- 
sidered before any regulation is Issued. ' 

t Third, coi|>11ance costs, paperworl: and other burdens on the 

financial Institutions, consuners and public are to be minlMiied. 
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I Fourth, conflitts, dupllcitiom *ttd tneons)it»e1« betMM 
the regulatloni fisued by the Federal financial reyilatory 
agencies are to be avoided. 

• Fifth, participation and Mmnent by other ageneiei. financial 
Institutions and consuoers nst be available; thi* does not 
man. however, that formal, trUI-type hearings on each and 
every proposed regulation are required. 

• Finally, when regulations are issued they shall be as slivle 
and clearly written as possible and understandable by those 
who are subject to the rules. 

Each agency Is renulred to establish a progran to insure the periodic 
review of existing regulations to achieve the objectives I have Just outlined. 
So that agencies are held accountable to the Congress for l^ileaentlng the 
provisions of the Financial Regulation StavKflcatlon bill, each agency is 
to provide a report of Its progress, annually, to the House and Senate Bank- 
ing COmlttees. It should be e^hasized that we are not looking for another 
Mjor report fron the financial regulatory agencies; the requtrad progress. refo 
can be Included in the regular annual report each agency subarits to Congretf. 

Over the years financial regulations have provided significant 
benefits to consumers. At the sane tine, however, the Federal fliMncial 
regulatory agencies have not always achieved their regulatory objectives In 
the nst efficient or cost effective manner. The result, all too often, has 
been the imposition of costly, duplicative and unnecessary burdens on both 
financial institutions and consuaers. ^ 

While to the best of my knowledge no accurate nixiiers are available 
on the cost of Federal regulation of financial Institutions, we can assuae 
that the costs are substantial, tt is clearly a responsibility of Congress 
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to dKw* that the agcKlei 007 tlac ragnUtorr praoeu M>y U the foiat 
dMr« added coita eqal OK added baafits of rafitlitiM wd no fiMther. 
It ts wg belief that ■* alM stould uartik i^ «vi to iaciease tte rel« 
^ftm Xa covetitiaa Md mrtct forxts. It hat heea shaa r«f*atad)y that 
this U the ■■; to achieve nr aMsa obiectiies ia the mat efficteat aad 
bit MMMr. te Bany BoMirth. roraer OfTTctor of the Council oa Mge aad 
Price StAilitr taid ia testiaony thit F«l>naiT before ow Ecoaolc Stabillia- 
tiaa Sa b c oiwi t t e e. enessivc goveiiaeat re^Utiom not ooly mtm hi^r ia- 
riatioa b«t ia tna sIomt prodKtivit]! growth and reduced capital fMaa- 
t1«a. 

lb-. Oninaa. job will nai.atnr that the full OBwrtttee NHniBOwsly 
adevted'this Fiaaactal aegaTatJm SivKflcat^o* ^ct last jpear as Title nil 
Of tlK Fiaancial lastftBtfons Regulatonr Act. H.R. 14279. Ia the ncsh to 
adjoani last year. Oils pmrisioa Inadvertently au dropped froa the bill 
that paMed oa the Ibiise floor. Br nacting Uils legislation now, we ca 
stnaallne and i^irove the regulatory process. Ife>rea«er, by doing this we 
Bke the fMeral flninctal regulatory agencies accomtable to tht Congress 
At tlwlr actioas. 

ty apfinvlng this Act, we can confidently s«y that we have can- 
tributed to restoring our nation's econoalc health, even If only in a smII 
My and perhaps only over the long run. lapnving gevenwMnt regulations 
and strcMtining the regulitory process arc goals which should receive bi- 
partisan support. I urge v colleagues to adopt this legislation and help 
lessen the regulatoiy burden on both financial institutions and consiaars. 
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Complrollef ot ttie Currencr 
AOninWnrior ot NelionBl Banks 



jjLjtsn 



, 1979 



Dear Kr. Stantan: 



Thl« !■ in response to your request for our ccmmentB on the 
Financisl Regulation Simplif icetion Act of 1979, H.B. 34S0, 
vhlch you Introduced ftpril 4, 1979. This bill establishes 
policy 9oala tar minimizing conflicts, duplication and in- 
consistencieH among the Federal financial regulatory agencies- 
Hie bill would require periodic agency review of regulationa 
and progress reports to the Congress on achievement of its 

As you know we are committeQ co improving the regulatory pro- 
cess by removing unnecessary regulatory burdens and incceasing 
the role which marketplace competition plays in govecning cor- 
porate behavior- Toward that end we have recoimnended that 
geographic and other arbitrary restrictions on eonpetitioa 
among financial institutions activities be removed, and that 
Interest rate ceilings on both deposits and loana be phasad 
out in an orderly fashion. We are actively engaged in the 
coordinating efforts of the recently established Federal Financl 
Institutions Examination Council to abolish regulatory conflicts 
and establish uniform ^geiicy Btandarda foe f ■ . . 

all depository institutions. Vfe have also i 
of our own policies pertaining to chartering 
an effort to remove unnecessary impediments 

TTie bill would similarly provide for the eli 

conflict and duplicatitn by the agencies, ta ^ 

differences in varying statutory responsibilities as well t. 
the various classes of financial institutions and the metboda 
of implementation of statutory oc policy objectives 

Me support the general policy to eliminate differing treatment 
of various types of financial institutions where consistent 
with statutory schemes and purposes We must caution however, 
that In revising existing regulations to conform to the policy 
goals of your proposal, the agencies may lack sufficient flexi- 
bility under the bill to comply with these new goals without 
conflicting with underlying statutory schemes. We therefore 
suggest that the bill be amended to instruct the agencies to 
revise their regulations only to the extent they are otherwise 
1 to do so. Similarly, we recoimend an addition to the 
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ggpor ti ag prorislon of tlM bill to eiKourage Um •geociaa t 
identic ra9ikl«tlona wbidi do not appeal to be ia coaplianc 
with tha policy objectivM of this bill. 

Lata CbiB opportunity to c 

, toqether with the efforts of tha n 
Institntiooa EXoUnatloa Council, should slgnifieantlr aliBiiuita 
unnecessary and duplicative reqnlatory burdens oo tha ijidmtTy 
and the agencies. He are pleased to endorse the poxposes of 
your proposal. 



Coaptroller of the Currency 



The Bonorable 
J. Hilliaa Stanton 
House of Representatives 
Washington, D.C. Z0515 - 
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Fedaral Homo Loan B«nk Board lllll '■*»"™^«'^ 



April 19, 1979 



The Honorable J. WilliBin Stanton 
24«G Raybucn House Office Building 
D. S, House of Repiesentativss 
Washington, D. C. 2051S 

Dear Bill: 

This i* in lesponse to to your request for our commenta on 
the Financial Regulatory Simplification Act Of 1979, H.R. 3450. 
The hill, Mhich would expire five years after Its eftectivs 
date, is almost identical to Title xvll oE n.B. 13471, intro- 
duced in the 95th Congress, and is aimed at ellKinating 
unnecessary costs and burdens imposed On the econony by 
regulations issued by the Bank Board and Its alstei Federal 
financial institution regulatory agencies. 

It would attempt to accomplish this In three basic ways. 
First, in issuing regulations ths Bank Board would have to 
ensure that (1] th^ need for and purpose of the regulations 
are established clearly] {2) meaningful alternatives to 
proBulgatlon of the regulations have been considered) 
(3] compliance costs, paperwork, and other burdens on the 
financial inatltutions, consuaera and public are minlnizedj 

(4) conflicts, duplication, and inconsistencies between the 
regulations issued by the Federal financial regulatory 
agencies are avoided to the extent possible taking into 
account differences in statutory responaiblllties, the 
classes of financial institutions subject to regulation, and 
methods of implementation of statutory or policy objectives; 

(5) timely participation and comment by other Federal agencies, 
appropriate State and local agencies, financial Institutions, 
and consumers are available; and (6) regulations issued shall 
be as simple and clearly written as possible and understandable 
by those who are subject to the rules. ■ 

Second, the Bank Board and other affected agencies each would 
have to establish a prograa for periodic review of regulations 
to determine whether the preceding sin policy goals were 
being met, and those regulations not consistent with the 
goals would have to be changed. 
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^r%lidr B.R. 34S0 would cBquice agenciss Mlthln all Bontha 
^f eoactaent to report to Congress on their progress in 
S.Bpl>aent Ing the aaaauie. 

«•« 4ra pleased to give H.R, 3450 Out enaocHement. The Bank 
r<n«rj is In strong agreement with its objectives and has 
Cor aoae tine been striving, with what u* believe to be 
<=oasiderabl« success, to regulate in a manner consistent 
'With the requlreaents the bill would impose. Ab you nay know, 
^^e are well along toward the complete levislon and simplification 
of all of our regulations which we expect to have completed 



-S^ 



our views on this Mattel. Na hope 
your request. 
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FEDERAL DEPOSIT INSURANCE CI 



''PSjSfg?^'- "" 



Bonorabl« J. Mill: 
Bous« of Repraa«nt«l 
HsEhington, D. C. ' 

Dear .Kr. Stantont 

This letter respon 
regard to H. R. 34 
act of 1979.- 

PuiBuant to H. R. 34S07'^l^^r« tba Isauanca of any ceguli 
the Feileral financial lagnvtory agencies, a need for an< 
of the particular legulattoH would have had to be shown, 
regulations considered, buidkna to all pactiea nininixed 
clearly written, tlaely participation and comment nads ai 
and conflicts, duplication and inconsistencies between n 
~ ■ - -■ ■ ■ jlatory agenc. 



al [•gatto 



llnlnated to tti 
would also call for review of exlsti 
ind the Gubnlssion of an annual piogiess report to 



ThlE 






t proposed legislation, ir 
:utive Order 12044 to the 
Lccocdance with the spirit 
nted a policy of revle 
determine whether they 



effect, extends the coverage of 
ederal financial regulatory agencies, 
d£ that Executive Order the FDIC has 
ing existing regulations regularly 
uld be continued, modified or el Ulnat 



tionally, the FDIC has establi! 
The policy objectives of the Task Force, which are almost identical 
to the objectives of a. R. 345D, seek to Insure that regulations 
are clearly and understandably written, that their need and purpose 
are clearly established, that the public is afforded a aeaningful 
opportunity to participate in the rulenaking process, that alternat 
approaches are carefully considered, and that burdens imposed on th 
public are minimized. 



Biua 



the E 






! presently 



Sincerely, 



r</< 
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JS=925-5B 



, X.C. 215:5 



. >kB ^ib^kIbI ^^iIbc^ ri^irrfciwi i > 



iiiiir fi^rjm^ fc ih E 



e rf «m.p±>c »« . 



ite futLte r Ill -T-*-*- ■ 
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Clona dMlsncd Co cllaluc* ■ laeptiola; (c) Chat 

(e) tluit lud to be adopted xtditn j, short 
Ha therefore decided chat prmulBfltlon o£ 
wlchln this second categoty vould be pursuant to 

geTHrally applIeablB. 

snce to date In operating under the*e net) pToeadoTei 
that It 1> eiaentlal to provlda fee thcaa tvo caM- 
ic anjF regulatoi7 refoni taglalatlon dtraetad to 
sgenclei. T would grcatlr appnclate jaa npporc 
□ tb* paoding bill. 



o( th« bill. 



SBued by (the 



both financial 



1 lesa burdenaeisa regulat' 



"pv 
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iprU IS, 1*7* 

APR17W3 



A* yea ksov, aa Hardi H, ItTS, FmldMt Cut« (at (ank U EiMstlM 
4ar 1K»M hu aoUtUaH te ta a^ud br otntlTa a(BKl« la ««« u 
pm ^laiHsac nt^jtlcBa. Tba MatlDul Ciwllt Valoa «fcdalictatt«« 

IB. UUE mlawlJ^ - mai attar lacalTlii) tba mffrml af tka Ofllca 

daaal a eofij of tUa flaal flaa far yoar lirfonHtlsa. 

ta aMltloa. Ha asifcad claialj vttk tba MfUa •< Waiajaint «J Bai^t •• 
._ ninlateiy neaa lasUlaUaa ikldi ma 
M, 1(7* (B.I. IMl arf «. my, TkU 
>da all sf Iha fla^lal ca^latccr aaiiiln 



^--;^^;-~^^--jLy> ■<< 
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Statenoit on 

a. R. 5280 

"To aramd the National Bank Act, to provide for 
Cinanclal regulation simplification, to Increase 
hone nortgage financing^ and for other purposes." 



Presented to 



St^jcaranlttee on Financial Itetltutlons Sipervlslon, 
Regulation and Insurance 

of the 

Comnittee on Banking , Finance and Urban Affairs 

House of Representatives 



by 



Irvine H. Sprague, Chalrmm 
Federal Deposit Insurance Corporation 



Septeidjer 27, 1979 
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Ife. Oaii^n. «e ^c^ecLBt* this t^fottuDitg to rcf.nt as vlewc 
(B H. R. UaO, the *DtfnBltQEy iDseitntuns tet of 1979. ■ 

TiUe I raid and tte btuawl Bnk Act bf eliaiiBtii^ tbe sue 
percent celling on dindoidi c< fsefeiied stock oC natioDBl tasks; 
^rtmding tte leogtti cC ti^ tbat a national bak a^ bold real eatste. 
ajbjact ID certain cmditloMf I'htu ii ir ri tbe OCfice of tlv Oap^rnllfT 
of tti« Cuiioxy *^ i«stzict Oe triMt actlvltiea of a national back; 
aiOocixiiq Uc C(Bf«rall«f te fcodaia ceitaxn days as legal bolidajs 
fcE "■♦•'""I banks; autlxxiiiiq the Cc^Arollei to delegate poweis acd 
ftcaaibe rales «d cegulatiana u cairy out tte [espoosibilitiec <t the 
OEfice of ttv Qai^tiolln o< tbe CiBiency; fiorlding for ne □ezibility 
in tbe baek wnarination pcoeesa; alt^ing tbe owrttip re^uioKnts Coi 
dxiectoEB oC ""'•'"""I baAsi cAsigiiq tbe vetting [cocedure for aelectioq 
^^n^l^ to deteraise tbe value of Akares of stt x:t o£ natiooal bnks itilcb 
iHva beoi ceovvited, consolidatad or ^ged ttjt dissectiing afaaietaoldeis; 
and penittiiq ttae |,i ii 1 1 1 mm of aharea at stock in fedeially insured 
State-diarteied bKiks, i4iid aie otoed exclusively by otbec baoks and i4udi 
pcovide bM*iiig setrices cxcli«i«ely Bat ottci baris ad tteii oCfioeis, 
directocB oc e^lnyees. ad are located in States idi^e State-cbacteced 



Sincz the Ca^tiollei of tbe Curiency has tbe respnaibili^ 
tot aiijeiviaing natioial banks, that QCfice would be in tbe best position 
to evaluate tbese pcc^oaed aaai^Enta to tbe btional haak Act. 
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Dte Cdptroller of the Currency believe* that theie mmdRents will 
Btiengthen tiia d>ility to supervise the national bonking syBten, and we 
^ree. Iheiefoie/ in our role bb insurer of the deposits of all naticnal 
banks, the FDIC a^iports enactment of this Title. 

irnz II ' TemonncN op toncNu. bhk aueaj facBPiBeaa foo 
Title n ct this bill ia concerned witli the diiposition of indiAotaed 

receivership funds from national banks dosed prior to January 23, 193*. 
Pursuant to Title n. a claimant nould be able to sutnit a daia againat 
these funds within 12 months c£ the tiae that Hie Coaptioller isaues a 
final notice of Che availability of sudi funds. Failure to siAisit a 
claim duriiq that pericd would cut off all rights, uiHi the nmey reoainiiq 
in the receivership frnid beccning part of the general funds of the Ca^.roller 
of the Currency. 

He defer to the Cnptroller of the Currency with reject to the provisions 
of this Title. 

TnU III - FItWCUL PEGOUOICH SIKFUnCATiat 
Title III provides that regulations issued by tt>e Federal financial 
regulatory t^encies riiall insure that tiie need for and purpoee of a 
particular regulation are shown, meaningful alternatiws are considered, 
burdens to all parties are minimized, larquage is clearly written, timely 
participation and ccoraent are made available, and conflicts, dipllcaticn 
and inconsistencies between regulations issued by Federal financial reguIattKy 
^encies are eliminated to the extent possible. Biis Title would also call 
for a review of existing regulations and the sutnlssion of an annual 
progress report to Congress. 
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T1U« m, in effect, extendi the coveiage of Bneutlw CrdK 12044 
to ibe Federal financial regulatory agencte*. m accordance vlHi Hie ipitlt 
of tbat Biecutiiie Older the FDic baa iaplenented a policy of revifwliq 
exlating regulationa regularly to deteraine whether they Mould be 
contlrued. imdified oc eliainated. Mdltiondy, the mc hal eatablMied 
a Task ?attx on Regulaticna. Ibe policy objective* of ttw IMk fOrcet 
Mbicb are elaoak identical to the objectlvia of Title in, seek to 
insure tbat regulationa are clearly and underat.andably Hritten> UMt 
tbeii need and purpoae are clearly eatMaiihed. that the publle U 
afforded a oraningful ccfiortunlty to participate in the rulwaking 
proceMi that alteroatiim cppcoadwa are carvfully conaidKedi and 
that bucdeos iapoaed on Oi* public are oiniaiiiad. 

Sie FDn: presently aee— to be in conpliance witii the lequireaenta 
of Title HI am wuld haw no abjection to enactwnt rhereof . M^ would 
rtLiaiiiJ, bouevvi, that the introductory portion of | 101 be cevta^d to 
require that the Federal financial regulatory agenciea isaue regulationa 
in a Maraer designed to enaure Uiat the bill's objectives ace set. tm 
pceaently worded, the section setM to rsquirc, absolutely, that TiUe Ill's 
ol^ectivH be aAiernd in ewry detailed reflect in eadt and every case, 
itiile evmy effort Aould certainly be aade to adiiave these objectivM, 
■t absolute reqaircsMit of tbis nature ooold give rise to frivolous 
Utlgatian dullenging tte mlidity of each new regulation uhicti 



DiB.1izedOyGoO<^lc 



TITI£ IV - HjCBEASINS a3HB MQKGhGB PIHMCraS 

%ls Tide contains tour technical MwndtMnts to Pedetal l«gi«laK:^i 
affectiiq savLiqa and loan associations. It would (1) leduce required 
cesecve accounts of Fedeial savings and loan associations ficn fii« b» 
fouE peccenti of their insured accounts, (2) increase from 960,000 to 
?T5,000 the anount ttiiOi Federal savings and loan associations m^ lend 
en cesidential prc^rty, (3) increase tlie annunt limitations on FCdeial 
aoDe Loan Bsik advances to menfcei institutions, and (4) otberwlae make 
certain lihecalizing changes in the lequlrencnts applicable to Federal 
Bane l£an Bank loans to maitier institutions. 

Me expcess no opinicn on these anenttaents and defer to the 
Federal acne Loan Sank Board wltti respect to the merits thereof. 
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ir V T^mmami. svoBS md uxn iznoc 



I iH993UEiaK X3 CF 1979*. 



T.— '■■■ !■" aapmviMiiMi, mrplHtirwa, nd 
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purpoaa of the FBI, uhidi datas bock to tha financlAL eliiata of Uia U30's 
la EX'iimrlly to pcariSa a [EDtacticn against LoBaea and llquliJUy risks. 

Than la viilaB^VBd agroaoit amg r^ulatora aa wall aa within the 
induatiy tt»t tlie c ur ren t Fnt cequirooant is aiwwhnt ariiitcary. "Ob Fad^nl 
SxDB loan Bank Board has baan engarjatl foe armatiiiia In an sHort to dsvisa a 
aounl basis for evaluating risks. Ottll such tlna oa a nav affKOach La da- 
vised and gEnarally accqital, wa balioTa that loMclng tha 7Bt vill [xovidla 
rsliaf tta these aoaocistioia whid naed it tacauaa of rvid groMth vAich 
haa reaulted in araas whacs an asaaeiAtlai Is manl Imj the i svin gs 



Short team liquldliy risks are Ecotsctsd to a great act«it ty tha 
Fedand Kaa loan Bank advances pgogr a m. As to tha risk of loasaa boa 
default on l^iana, ttwra can be little questicn that the value Of the aaaats 
securing nst^agea ace as scund aa any in aa aoaeao/. 

Fbc ttiBse reasons, tn beliave that the reduction in the FIR ra^ilmit 
is a necessary an! valuable Intsmadlata step that will help imy association 
maat the needs of their commlty. He hspe ttat tha ctmnlttae will In its 
l u t eal , ai HS 5230 oicoucage the FedeDral One lean Buik Bcazd to step <9 it* 



Sactlcn 403 - Cctnnantlcnal Loan Units for Fadval Savings snl Icobb 

Sscticn 402 of the bill uculd raiaa the atatutcsy Unit Oi loans m 
tv Fadaral aavlngs and loans fnni 560,000 to $75,000. Aa anfaacs of tl 
subconnittae aia aisra the aveiago pcica of both nar and sxisting txuft 
In Dsny farta of the co untr y is uall above $60,000 anl. In acoa cases, 
975,000. In fact the latest figurea fcoD the FelMnl ttns Loan Bank Bi 
indicate that the average pucchase price natlcnally of a newly built hi 
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na Mcticn 5(c) liaitBUaia addnaaad by thla [COTlalcti of St 5280 
ily cnly to fodanl aavliiQa md lean asKciatlcna, mt to Rata ift arta rad 
nrlafima cr oOac aat^gm landov. As a raault, in these aanr acvu 
«■ SMEaga tian cclcoa ore abova thla calling the f edocsl aaMcijfticna aia 
gatiig at a a a w ca ccBpetltlva dlMdvaotage. 

]) t±e Oaauity Boiitvtmtiimit tct, a fedscal ^nrloga and loan la in a 
tKb 22' foaltlCTi. In tboae arena tAara noat or all of tfaa norttpja iImui.1 
£qc $SO,000-$loa,000 txmM, Um fadnral aavinga and loan ia obUgad by 
. to '■aat tlia credit nniilii of tfaair comunity* but la aeinEaly reatolcted 

: awa of Biddl* iwiae or f icaC-tine hcna bqw Wb naol higtaac Inan-to- 

Itai Natlcnal League Hould israf a: to aee tba CDngraas re[ieal tbaaa liodts 
ogatber, pnmlt tha mAetplaca to tiark, and pasiit Federal ^vioga and 

tutaa auch aa tha Bmal Credit CKOE t mHy hst, Oa ana Itert q aga Dla- 
«ura fct, and tha aamnit^ aalnveataBit M± and tha Bank Boaid'a Fair 

itactlcn against dlaerlndnatlen in landing, ve feel that tha Coi^ceaa cm 
-y ai tha ODiket pl^ce with respect to loan limits. 



DiB.1izedOyGoO<^lc 



a of litla IV, anl tiM nasi to {socwd with tiiis 
laglal«tlen wpaditloualy, tn riM m aul that t±e HhcocmitMa oawiila: twi 
altacnatlve ai^nnchBa Co tha Inkw of mctgo^ limlta and qfmva czia of 
Uum In HS 5280. 

Ihe f iixt KltanativB la to use the appcatcti adapted ty this sutxxnnittaa 
in BR 3365 of tha 95th Ongrasa. Sactloi 402 of that hill grantad nnr t gi j a 
ligiHHmj (uthcci^ to f adwal cfadlt uniois and astabllAhad a <w**<iw*n loan 
ancunt of not laors than 150% of the median sale (cioe of honaa In the geo- 
graptiii: acea In ttiich tha tautimLy la lecBted. 'Diis 'iiOadxif of Limita 
rasognlzal the ceglcnBl variatlcn in the pclcs of hODsa and tha wilati] ity 

A aaccnd altscnatlve is to asoid the 'high coat axeae' Erorision of 
5te) to psnit the Fedacal aans Uon Bank Eoazd to deeignata hi^fh coat areea 
fee purpjaca of fedecal asaoclsticn loidin? llniita. itadsc freeent Iat tha:* 
are three ^azificzaiy dealgnated high cost araes, Uaska, oaim, and Bnaii. 
de law preeantly eat the ccnnntlcnBl loan limit in these artaa at $90,000 
(coajared to $50,000 elaetdiacBl . Die housing cost data releeaad thla amth 
by tha Bulk ftsaid shows clearly that in aevnal aen areas In tha ccRtinsntal 
Cnltad States housing prices equal rx eoKTaed those In Srahjia. Scn« 
aaa^lam are San nancioco, loa Angelea, San Olecp, and CCanga Ounty, 
Califomin, as mil as Atlanta, Baltincre, Boatcn, Cliicacp, dBvalaiKl, 
QjluEtUB, Dallaa, Detroit, Bsuatcn, Kansas CUs, Hinneepolis, Hw Xcck City- 
HBiarlc, Fhoomi and Huhlngtcn, D.C. Oie pcesent txeabnent of high cost area* 
haa bavi oitdatsd for ea u ta l years and we urge the subccninittea to rTiyiiaa 
this reality by adopting cne of tha tuo ^ipcoachee va have of fond. 
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aocB atobillty to tha hsualng and tnaa buyii^ Induatxlaa thco^tsuC tha 
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Chaiinuia St Gehmaix. Mr. JaDis, (m this issue of the 5 to 4 ndoc' 
tion, I realize that your tenure at the Board has been a Felatirelj short 
one despite your extensive knowledge of this entire subject, bat by the 
same token I think that, as an old friend, I should make Toa aware of 
the fact that the reason that is in here, frankly — now too gare as a 
lot of alternatives by which this goal could be achieved, ^liose alterna- 
tives have been available for years ; yet the Bank Board has sat oo its 
personality and done nothing 

Now as a matter of fact, I thought I telescoped a message, akrag 
with some of my colleagues in past years, by introducing kfflsUtimi to 
this effect, but a very debonair attitude was taken by ute staff of the 
Home Loan Bank Board, God bless their souls. 

I think one of the reasons is that they have been promoting conver- 
sioas over a long period of time. That is very obvions to me. I have 
been sitting in this chair for a long period of time and we have had 
little confrontatioas on that issue, both on this side as well as on the 
Senate side. 

Now, you know, you have given us a great analysis. I was heartmed 
by the nict that you did at one point state that you were not unequivo- 
cally opposed. I think that the reason — not "think" — the reason that 
is in here is to give the Board a little stimulus to start taking care of 
some of these alternatives. Then, once they are taken care of, then we 
can come back and, if it is felt necessary to put it back up to 5, then fine. 

Unless you are prepared to tell me this morning that the Board is, 
within a few weeks, going to initiate the alternatives, that it is within 
your own power at this point — unless I am mistaken; I wonder if you 
would check this out with your staff— it is my feeling that, althou^ 
you do not change the "5" to "4," you can nonetheless accomplish the 
same thing with the powers that you already have. Is that not correct i 

Mr. Janis. Yes, I think that is right. 

Chairman St Germain. You see, we have waited a long time for that 
to happen. 

Mr. Janis. Well, Mr. Chairman, as a matter of fact, I ashed the 
staff the same question this morning. I said, "If these things are avail- 
able, why have we not done them *" AMiich is exactly the question that 
yon asked me, I think. 

Chairman St Germain. Yes. 

Mr. Janis. And I understand that — as I understand the situatitm, it 
is an issue that is not an emergency issue. That is to say, the overall 
net worth requirements of the Bank Board regulations are above those 
of the FIR, as you know. As a result of that, the FIR does not have 
that much meaning, as such, as I understand it. 

There was a stu^, I gather, called the "Northwestern Study," which 
recently came up with the various alternatives that I have mentioned 
today as possibilities. Now I want to make clear that I have no trouble 
at all witli the reduction in the FIB, and I would think it is probably a 
good idea. 

My only point would be to point out, respectfully to the chairman 
and to the subcommittee, that there are probably additional problems 
that need to be faced with regard to capital adequacy questions, and 
the FIR does not really get at those, and such issues as "taxation," and 
so forth, of the S. & L.'s I would hope is something that this subcom- 
mittee mi^t be able to consider, or the appropriate committee a' 
tlw Congress would consider at the right time. 
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I would iust want to point that oat to the sabconimittee and hope 
that we could have the support and backmg of the subcommittee in tut 
r^^rd. 

Chairman St Gebkaik. Hopefully, the l^;islatian before ub will 
provide a stimulus to the staff at the Home Loan Banh Board because — 

Cknow, I fully understand that we have the regulators and the 
td membeis, and then we have the staff who go on, and on, and on, 
in perpetuit;^^, and now and then thev need a httle stimulus hecaose 
their priorities sometimes do not really and truly coincide with the 
priorities out in the real world. 

For this reason, I am happy that you are not unequivocally opposed, 
and I look upon this as a stimulus to the staff. You know, they htve 
spent all kinds of time over the past few years working on a variable 
rate mortage that a lot of us did not want to know anything about. 
You talk about staff effort ; they really put it in. 

On conversions, they have spent a lot of time on that, so perhaps 
you can now change their direction around a little and point them in 
another direction. I think that would be a great accomplishment. 

Mr. Jasis. Well, I support this provision. I should make it clear 
that it is not a matter of 'Smequivocally opposing." I support this 
move from 5 to 1. 1 think it is a good idea. 

Chairman St Germain. Thank you. 

Mr. D'Amours i 

Mr. D'Ajfoints. Thank you, Mr. Chairman. 

I would like just to take a minute of your time, Mr. Janis, to 
touch on something that is not altogether unrelated to the colloquy 
you just had with Chairman St Germain, 

Out of the approximately 80 members of the Federal Home Loan 
Bank Board, a rather largp. signi6cant proportion of those are in the 
area that I represent. They are feeling pressures on their earnings be- 
cause of the high yields they are paving out — 6-month CD's and 
others, primarily, but high yield rates generally that they have to pay 
for their moneys. 

As you know, section 5(8) (b) of the Federal Home Loan Bank Act 
requires members to maintain — I think you have established the ran^ 
at 4 to 10 percent of their assets, in what the act defines as "liquid 
investments." 

There are three such categories : Cash, certain bank investments, and 
corporate — I mean, government obligations. Federal, State, and locaL 
I have been very seriously thinking of introducing an amendment that 
I think might address this problem, simply by giving you, giving your 
Board, not "requiring" or "mandating" any actions whatsoever on yoor 

fart, but simply requiring your Board, or "authorizing" your Board, 
should say, to allow investments in high-grade corporate securities 
which would, on the average, return higher yields. But we would limit 
that to only those receiving the highest rating from any rating serv- 
ice you determine, and to obligations having a maximum of, say, 10 
year maturity. These are highly negotiable ; they are traded daily on 
many markets. 
I think they would solve, to a considerable extent, the pressures on 
nings that I mentioned. They would not require any action on your 
.rt, but would give you the support category of liquidity investment 
nat you might in your wisdom and judgment approve. I just wonder 
latjrour thoughts are on that 1 
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Mr. Jaxis. Well, I had heard, Congressman, of tout interest in this 
sabiect, and I had asked m; staff abont it this morning. 

Mr. l)*Axouxs. You just happened to iiare 

Mr. Jaxis. WelL they told me that — yes, as a matter of fact, I bad 
beard of it. and I knew I was coming to testify before this sobc»mmit- 
tee. and there was a strong likelihood that you might ask that qiiesti<A, 
so I did have an opportunity to inquire. 

You are not gomg to like the answer, because the answer is that two 
economists reviewed it and they came to different ctmclnsioms as to its 
merits, [laughter.] 

Chairman St Gekxaix. That is nothing new ; par for the coarse. 

[Laughter.] 

Mr. Jaxis. So, Congressman, the truth of the matter is, I am going 
to have to look into it with them and with the test of the staff before 
I can give yon a firm answer. 

Mr. D'AvocBg. I appreciate that, and your looking into it is very 
desarable. 

You said that two of your staff econ<Mmsts l 

Mr. Jaxis. That is what I understand. They had looked into it ap- 
parently in 

Mr. D'AxouKS. Since yesterday i 

Mr. Jaxib. Xo ; I think very recently. 

Mr. D'Axorss. I am not being facetious. This study had been begnn 
prior to bectHiiing aware of an amendment being considered i 

Mr. Jaxis. WelL all I know is that this is a subject of interest to 
you ; and further, that two of our economists have looked into it and 
ccMoe to different conclusions. I do not know what the time sequence of 
that was. 

Mr. D'Amouks. Can I get a report of their studv i Can I get a copy 
ofiti 

Mr. Jakib. Well, I do not know if they made a study, bat what I 
woold like to do is to give you the benefit of a ctffiibined thinking. I 
think we owe that to yoa. I think that since you asked ns, we certamly 
can look at it and not give yoa two divei^ent points of view. We can 
give yoa the pros and cons. 

Mr. D'Ajioubs. Excuse me. 

Mr. Chairman, am I still scbednled tomorrow I 

Chairman St Germaix. Yes ; however, I was gping to ask the gentle- 
man toyield. 

Mr. D'Amoubs. I will be glad to yield. 

Chairman St Gebmaih. In order to accommodate him on the Bank 
Board ccmment— it is mtirely up to yon— bat I would snggcRt that 
we inform Mr. Janis and the Home Loan Bank Board of yonr intense 
interest on this, and that they perhaps get a third economist and see 
if wecanbteakthetiehere. [Lau^ter.] 

And could this be done expeditiously so that we would be prepared 
to consider this in the full committee markup ( 

Mr. jyAxouKS. That is the problem. The maitep is scheduled for 
tmnormw. 

Mi. Janis. I will do the absolute best I can, C I 

really know whether they put anything in wnuu(j. x 
where it is. But do yon need something, then, by tmnom r 

Mr. D'Amodbb. Yea 
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When is our markup ? 10 o'clock tomorrow ? You were th'"i""g of 
full committee, Mr. Cnairmani 

Chairman St Germain. The full committee markup, right. 

Mr. Mattox. It is going to be at least a couple of days. 

Chairman St Geruain. It will be after the subcommittee. 

Mr. D'Amocrs. When are we scheduled for subcommittee markup 1 

Chairman St Germain. Tomorrow. 

Mr. D'AHOUBe. Well, I would like to have something ready for then, 
if possible. Could you eet me something this afternoon? 

Mr. Janis. We wilFdo our level b^t. I really am not sore what is 
involved, but let me do our best on it. 

Mr. D'Amouss. Thank you. I would appreciate it. 

Thank you, Mr. Chairman. 

Chairman St Germain. Mr. Wylie? 

Mr. Wylie. Thank you, Mr. Chairman. 

I want to ccnnpliment both of ^ou for your commitment to redudng 
regulations and rules and simplifying the operations and the efficien- 
cies of your office, and I for one will attempt to be helpful to you in 
that regard. 

Mr. Heimann, on page 2 you state: "Section 107 corrects a trouble- 
some ambiguity which arises from the age of the Comptroller's en- 
abling statute," which goes back several years. How far) It goes back 
to when! 

Mr. Heimann. 1863-64. 

Mr. Wtue. 1863. 

"• • • the Jack of clear, express authority for the Comptroller to 
delegate certain powers which are vested in the Office." It is with some 
trepidation tlmt I ask this question, but what do you believe the effect 
of adopting this section would have on regulations which you have 
already issued? 

The thrust of that being that you are saying is that "the lack of cleat, 
express authority for the Comptroller to delegate certain powers which 
are vested in the Office" might lead some lawyer to say you didn't have 
the power to issue rules and regulations in this particular area. 

Do you understand the thrust ! 

Mr. Heimaxn'. Yes; I do. In the area of delegation, we are not talk- 
ing about "delegation" in terms of rulemaking authority in those 
areas ; it is delegation of many of the activities of the office which are 
ministerial in etfect, which, if delegated, can speed up the prooesB 
substantially. 

By "delegation" we mean not to the statutory deputies — and that 
is embodied in our enabling statute — but to our regions. Let me give 
an example. 

One of the problems that has bedeviled the banking industry and 
the people the industry serves has been the long delay in certain of our 
processes. Those criticisms are absolutely warranted. 

For example, when a bank applies for a branch, and our regional 
office feels that the branch is warranted, and it is permissible under 
State law, and there are no protests, historically that whole process has 
had to go through the region and then through the Washington office 
for a final signoff, delaying the opening of that branch. Again, let 
stress: Wnere there were no protests or no supervisory reaaons 

ty it should be denied. 
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The ability then to delegate back to the regional administrator the 
right to approve and authorize that branch when there are no super- 
visory reasons to turn it down, and no protests, would be a form, if 
you will, of "regulatory reform." 

Now I am not trying to wrap it all in regulatory reform, but in ef- 
fect it is because it is speeding up the process where there are no issues 
or principles involved that require a different point of view other than 
the operational point of view in the field. That is the kind of delegation 
we are talking about. 

Mr, Wylie. So what you are saying is that it doesn't go to the va- 
lidity of the substance of the procedure 

Mr. Heimann. No, sir. 

Mr. Wtlie. Kather, it goes to the ambiguities of the procedure itself. 

Mr. Heimann. That is correct. And it again copies what has been 
embodied — ^that delegation authority has been emoodied in both the 
statutes of the Federal Reserve and the Federal Deposit Insurance 
Corporation ; it's to clean up that ambiguity — a "clarification," if you 
will. 

Mr, Wtlie. On pages 3 and 4, you say with respect to j^our request 
for authority to extend the permissible period for which national 
banks may hold real estate, section 101 was intended to be an ongoing 
regulatory tool; "it was never intended to breach the traditional 5-year 
statutory restriction in the majority of cases. Indeed, we continue to 
believe that some such restriction is entirely appropriate." 

Are you supporting an additional 5-year statutory restriction — or 
extensiwi, I mean t 

Mr. Heiuann. Yes, sir, I am. But let me try to explain that as 
clearly and as bluntly as I know how. 

We do not believe the commercial banks should be real estate devel- 
opers and entrepreneurs. Since the founding of the Bepublic, there 
has been a fear of the commercial banking system owning real estate 
and controlling the land and we believe that was a valid concept back 
in the early period of our Republic, and it continues to be valid. 

So this IB not a question of whether or not we have any intention, or 
feel that there should be any indication that we are in favor of com- 
mercial banks becoming real estate entrepreneurs, developers, or what- 
ever title you wish to apply as to that set of activities. 

What happened here is relatively simple, although it's nothing that 
anyone can brag about. The commercial banking system as a whole 
became deeply involved in real estate lending in the early part of this 
decade, primarily throiigh being financiers, lenders to the real estate 
investment trusts, REIT's. As you all know, the operational history 
of the REIT's has left something to be desired. Many of them have 
gone bankrupt. And in turn, the banks who have lent money to these 
REIT's received back "kind" rather than "cash"; properties, which 
they then owned. They didn't buy them originally to own them, but 
tbey ended up through the foreclosure process or through a swap 
transaction owning property. 

These properties are concentrated in States where the banks spec- 
ulated most aggressively in REIT's, 

The result was that the properties that ended up in the banks tended 
to be ctmcentrated in those States because that is where the REIT's 
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had been very aggressive in their devBlopment activities — States such 
as Florida, Calitomia, and Georgia. 

Because of our 5-yeaF rule, wmch we have enforced witli consider- 
able stringency, tinancial institutions which had acquired propertiee 
through this process have been forced to sell Uiem regardless of the 
market conditions in their area. 

Or, to put it a totally diU'erent way : The real estate activists in the 
area, or the developers, the entrepreneurs, knew that XYZ bank bad to 
sell propert^^ because of the law, and the market adjusted accordingly. 
They were sitting there waiting to take advantage of the fact that the 
bank had to dispose of the property, thereby dnving down real estate 
values in the affected areas. This affected not only the ouik but all other 
real estate ownei-s, otlier buyers and deveiopei-s, not just commercial 
banks. 

We felt that there had to be some relief for this until, at the veir min- 
imum, this present glut of real estate ownings by banks had fed itself 
out in the market. Originally we had proposed it as a permanent con- 
cept that, with the approval of the OfEs6, there would be permanent 
authority to grant a 5-year extension in appropriate cases. A num- 
ber of comments were made by interested parties, Members of the 
Congress, who were «mcemed that that 5-year extension would be 
viewed as a 10-year holding period rather than 5 years, with a special 
extension due to the circumstances that had in fact arisen in the pasL 

We feel in the long run that the permanent 5-year extension gives us 
more flexibility, bu^ as we said in our testimony, we need the flexi- 
bility in the immediate future; and that if the Congress sees fit to 
restrict it to a one-shot 5-year period, we can operate and work with 
that and resolve the problems. 

The additional language that has been inserted gives us an extraordi- 
nary ability to make h&nks prove that they can't sell a piece of prop- 
erty ; rather than merely assuming that they have another 5 years as a 
right, they must come to the Comptroller's Office, the supervisor, and 
g^ permission, if you will, not to sell the property. That's a very help- 
ful supervisorytool. 

Mr. Wtue, Would you want that administration on a bonk-l^-bank 
basis, or on a parcel-by-parcel basisi 

Mr. HsncANN. We expect 

Mr. Wtub. Realizing that some parcels can be quite la^;e, 

Mr. Hetmann. I iinderstnnd. sir. We expect to exercise that anthor- 
itv on a bank-by-bank basis. However, if there were a situation in 
which one piece of property was owned bv two or three banks, they 
would all be treated the same : but normally that's not the case. Hiat 
would be the exception rather than the rule. 

So we expect to ndminister it so that, if a bank wishes an extension, 
they will have to show to the supervisor why they need the extension, 
and we will make an independent judgment with respect to whether 
that piece of property could or could not be sold within the time 
period. 

So if you will, sir, I think the monkey is on our back to justify those 
extensions of time. 

Mr, Wtlik. Yes. There is no implication in this nuestinn, but I can 
"ee that there mi^rht be situations where a bank would acquire property 
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throuf^h receivership or forecloBure and bankruptcy, and so forth, 
other than through REIT operations, and you might need some ex- 
pression to allow the bank an extension of time to dispose of the 
property, rather than having to dispose of it through a distress sale 
type operation. 

Would you favor a provision which would give you that discretion 
on a continuing basis without the 5-year eeilmg or limit? 

Mr. Hkimann. In the long run, sir, the answer to that is "yes." But 
as we said in our testimony, frankly we will take it as we can get it. 
I don't mean to be flip about that; that we have the problem now, and 
we need to resolve that problem now ; and that even though we think 
in the long run the permanent authority would be very helpful, we can 
use the temporary period of time as a testing period to prove the 
case. 

Mr. WruE. Thank you very much. 

Thank you, Mr. Clmirman, 

Chairman St Germain. Mr. Cavanaugh ? 

Mr, Cavanaugh. Thank you, Mr. Chairman. 

This 5-year restriction has existed for forever? 

Mr. Heimann. Forever. 

Mr. Cavanaugh. Has there ever been an exception made before? 

Mr. Heiuann. Kot to my knowledge, sir. We have had periods of 
forebearance which have had to do with the lending in single- family 
homes particularly when there has been an economic downturn or an 
employer closed down that had a tremendous economic impact on an 
area, and rather than require the banks to go through the normal 
foreclosure proceedings on the individual citizens involved under the 
normal rules, we have worked out what we would call a "forebearance 
system" if it appeared that the economic problem was temporary and 
not endemic. 

So that we have had a number^I could give you an example. For 
example, a major aircraft manufacturer on me west coast when it ran 
into some economic difficulty some period of years ago, a forebearance 
was gi-anted through the examination process that didn't require the 
bank then to write down or foreclose on mortgages. 

We do the same thing in areas where you have national or natural 
disasters which can have an effect. 

But other than those, the answer to your question is 'No," not in 
this formalized sense. 

Mr. Cavanaugh, What you are saying now is that the real estate 
conditions in the last 5 years have not been sufficiently advantageous 
to dispose of the properties acquired in 1973-74? 

Mr. Hedcann. In some markets, sir ; not in all markets. It would be 
where you have the concentration. It is typical of 

Mr. Cavanaugh. Can you give us more specifics about where those 
concentraticms are t 

Mr. Heimann. Surely; Florida, Georgia, and California. This is 
where a great bulk of the REIT activity was, such as the condominium 
market on, I guess it is called "the gold coast" of Miami. There was 
tremendous overbuilding. So it has been concentrated in relatively 
few areas around th*" counti-y ; it is not nationwide at all. 

Mr. Cavanaugh. Well, it seems to me that the statutory r iction 
provides— it is generally a good standard. It certainly provii 
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protection for the Comptroller from what would be pretty pervasiTe 
pressures, it would seem, for exceptions if it were more wide ranging. 

Wouldn't you be under a lot of pressure ? 

Mr. Hedcann. We would be under some pressure, but I think it is 
fair to say that we are consistently under pressure in most of the areas 
with which we deal where we are talking about writedowns of prop- 
erty. 

One of the things that has happened over these years is, because of 
the pressures brought on and tue judgments made by the regulators — 
not only the Comptroller's Office ; for example, we now have the shared 
national credit prognun, so that all of the regulators agree on the 
quality of an in^riaual investment. 

Yes; we would be brought under pressure, but the truth is: We are 
always being brought under pressure ; and that this would not be some- 
thing new to the Office. I thmk it would always exist, that tension and 
pressure between the regulator and the regulated. 

The issue fundamentally is : How the regulator tries to stick to the 
precepts of the law, supervisory considerations, and makes his or her 
jud«;ments accordingly. 

Mr. Cavanauoh. Are b»Tik real estate holdings today far in excess 
of what they have been historically! 

Mr. HEarANN. If you mean lending to real estate, that has gone up 
in the last 5 years. I am not talking about ownership of real estate. 

For example in the last 3 or 4 years, the commercial banks, for eco- 
nomic reasons, have substantially increased their lending in the single- 
family home market. 

If we are talking about real estate owned, as against the normal op- 
erations since the 1930's, the answer is: Due to the REITs, yes. it is 
at a higher level than it had been since the Depression. Not of any 
substantive consequence, but yet higher, in answer to your question. 

Mr. Cavanafoh. So we have subsfanliallv higher ownership due to 
the collapse of REIT's, and substantiallv higher lending due to other 
economic conditions which pose a potential for, in the event of another 
downturn, adding to that ownership! 

Mr. Heimanx. T can't forecast the future, sir. but I doiiht it. The 
good bankers, for the most part, learned their lessons in 1973-74. It is 
mexcusable to make the same mistake twice. It does happen, but it 
really is an unacceptable practice. 

The lending in the real estate area by the commercial banking sys- 
tem since the RETT — I am not sure what word to use for it, "disas- 
ter" — the REIT problem, I suppose, is a bit more judicious 

Mr. Oavanattqh- "Unpleasantness." 

Mr. Heimann. Unpleasantness. And the recent REIT unpleasant- 
ness has been far more conservative than it was prior to that period 
of time. 

The emphasis in many cases has switched to the residential market, 
which ia quite a bit more stable — far more stable, or has been histori- 
cally, than the industrial and commercial and the vacation-tjrpe 
markets. 

So that in two ways I think the banks generally learned a lesson 
from the REIT's. And it is our view, through our examinations that 
thev have not repeated that since then. Of course, only time will prove 
'/tnat is correct. 
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Mr. Cavan-auoh. Thank you. 

I have just one brief question on the financial regulation simplifica- 
tion sections, 302 and following, where we set out a bunch of require- 
ments for the regulations: That, first of all, to pursue meaningful 
alternatives; determine compliance cost, paperwort, each of these. 

Would failure to comply with these new requirements, in your view, 
invalidate rules promulgated not having demonstrably demonstrated 
that meaningful alternatives were considered, that you had evaluated 
compliance costs and paperwork, and that you had made an etfort to* 
minimize those and that conflicts and duplications were considered 
prior to the promulgation, would promulgation of rules not fulfilling 
the requirements of these mandates invalidate those rules ? 

Mr. HmicAifN. Well, I would have to ask an assorted battery of 
lawyers to help me answer that question. I would think in theory, 
however, that would be correct. I am not sure about the legalities, 
but in theory it is perfectly clear that we ought to be taking tiie kinds 
of actions which open up &e process and m^e some measure of judg- 
ment as to cost versus benefits, and so forth. 

And, that if we do promulgate rules and regulations, in the first in- 
stance they should be open so that those judgments can be made and 
responses can come in from people — all lan£ of people; not just the 
banking industry, but I mean anyone who is interested, consumer 
groups — talking to the cost of those issues. And then the financial regu- 
lators ought to make the decision based on all of the facts they have 
collected with respect to that. 

So, I would think that the answer to your question would be "Yes," 
in tfaeon ; but I am loathe to answer it as a legal opinion. 

Mr, Cavanauqh. You certainly think that that should be the 

intent 

Mr. Hedcann, Certainly the intent. 

Mr. Cavanauqh [continuing]. Not just going through a meaning- 
less exercise here of expressing expectations of new standards in the 
promulgation of new regulations that don't have a true impact on the 
validity. 

Mr. Heucann. I would agree with that. I would just tike to make a 
comment ; I think it is true for virtually all of the other financial regu- 
lators; I am fairly convincod it is; but I can't speak with the same 
certainty as I can for the Comptroller's Office: That all of your pro- 
posed regulations do go out for comment in advance and are as broadly 
distributed as is possible. 

Frankly, if I have the chance to complain about something, it is that 
the system of opening up for comment does not seem to get the kinds of 
responses from a cross section of the society that you would hope to 
get. We have been trying to figure out: What do we do to make it so 
that people know it is open for comment and can respond, rather than 
the relatively limited responses that we are now receiving — and they 
usually are, of course, special interest responses, as you would appre- 
ciate. 
Mr. Cavanauoh. Thank you, Mr. Chairman. 
Chairman St Geruain. Mr. Mattozf 

Mr. Mattox. Mr, Janis, you have been resting there for awhile. Let's 
see if we can't get you back in the picture. 
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Yoa made some comments about the need to inciease the capital 
structure of the savings and loan institutions, and one of the things you 
suggested might be a possibility would be the conversion, or continued 
conversion of the mutuals into the stock companies. 

Right now, there appears to be a problem because the IBS is ccm- 
sidenng the possibility of treating the conversion from mutu^ into 
stock as a taxable event, or a taxwle exchange that will require sub- 
stantial tax to be paid. 

Has the Federal Home Loan Bank Board taken any kind of pon- 
tiou on that particular issue! That is, saying that it ia not a taxable 
type exchange! 

Mr. Janis. Not to my knowlec^, sir. 

Mr. Mattox. Would you be in favor of this subcommittee taking 
some position to define that conversion as not beinea taxable exchange, 
and thereby permitting it to take place in a smoomer fashion ? 

Mr. Janib. Let me give you a tentative answer to that question. I 
must qualify it. The tentative answer is "yes," I would, but I must 
say that I am not extremely positive on the question of conver^ons. 
I have some question in my mind about conversions generally. 

Mr. Mattox, Well, I am not speaking of conversions as an act; I 
am speaking about whether or not there should be a tax consequence in- 
volved. I would suggest that perhaps you should have the attorneys 
take a close look at it and to give us some viewpoint on that. 

Mr. Janis. I think that there are some cases in which conversion is 
not only justified but probably the right way to go. And to the extent 
that the present tax question that you have raised constrains those 
circumstances which do require or suggest the sense of conversion, the 
need for it, then I think we would want to take a look at it and suggest 
that you would support what you have said. 

But we will look at it and get back to you. 

Mr. Mattox. Thank you very much. 

Directing your attention to title IV, section 402, that provision 
which deals with increasing the ^(c) limit from $60,000 to $76,000, just 
for the purposes of the record would you briefly give some explana- 
tion of how the 5(c) provision actually impacts the savings and Joan 
instituticHis i 

Mr. Janis. Do you want that for the record } 

Mr. Mattox. No; I just want you to give me a brief description 
right now, if you would. 

Mr. Janis. It has to do with the question of the size of loans th^ 
can make in terms of the 80-percent and the 20-percent rules. 

As I understand it, any amount below the ceiling is included in the 
80 percent; whereas, any amount above the ceiling is included in the 
SOpercenL 

Now it seems to me that certain areas of the country are suffering 
adversely from having the ceiling being too low. At the present time, 
the average cost of a new house today, the purchase price rather of a 
new house today is $80,700, which is an enormous figure. There may be 
some anomaly in that number because there has been a $6,000 jump 
between July and August. This is for all lenders. I think that may be 
somewhat anomalous, and that number may come down, but it is cer- 
tainly close to that. That is an enormous amount. 
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Wken yoa tluak tlut kMtt-to-T«iiK taOfts uv anMod CT&jaBO. it :tap- 
gjns to ^ow TOD thu in plAce^ iuch «f Califoraia Knd atbiir hi|^Hn« 
uefts, tfanv if a real |»<oblein with ir^ard to thi^ "limir^rkin 

I ddnt belin-e Uiai tht Umiution if inflancmair. I iliii^ it in l3uHr 
cases is isoogniziiig what i^ a^rtoalhr ^in^ <■■ in the jnarkfiqilaefc. 

I cknt think, in other vordi,. that boildexs wiU bmid «> xlie maxi- 

ICr. Mattox. TbcT are going to bsild vha:: thej can aaQ ran in libc 
mazfcetplacc 

Mr. Jasis. I think they will bnild — fhai i~ exaohr r^ii. I xha^ 
they wiD build vhat tbev believe the nutliei can tMcrd. 

Mr. Mattox. Well. Ar. Jani^ if ve aiv talking abom an an^ra^ 
of 9S0.7OO. I am mrious as to why we vwld pal At hait at a 
$75^000 figure. Is then a nai joslificatian f Or ^Mold that f^mre W 
rraed t Or dbonld it be done away with aUudy t I dm'^ mtderacand 
the jttstififation for the $7ajX)0 f^ore w« are uJkiitg abooL 

Mr. Jazcxs. WeU. I don^ know wfaifh way yMo are goa^. li yan 
are stjotg on the one hand that should we oocader ^TimiWari^ ite 
limit, 1 would think that would be in oror. 

The Ra9on I feel that way. is that we mi^ get oasef a wioch 
kadeis would only make -mj hi^ loans — £l»tuK(0 lo aas ati i£mr- 
inate a baac purpose far which this indssDy was ovBBed. Tiag i&. 
to foGta- booKownei^bip for Amencaas. 

Xow if an institotian—if yoa take away all liBut&. i^mw aw^ 
the rule book, then I think yoa mn a aeriottS ti^ ^ bariv cenaia 
inariintinng in oertaiu markets poll back ahogether aad a^y »ltii 
TWy hi^ loans. I wouldn't be in favor of that. 

On the otl^ hand. I think that too low a lixut — aad I da t&uik 
160^000 preseiitlT, gneo the eunent coDditiaBs. is too low a aoaibtr— 
is amph- too otxtstraining Ah' certain of the h^her ooa areas. 

Xow tke £73jOOO figute at this pmnt makei^ some sease beeaBSC evva 
thoi^ I have said that the new average is $^TUlX as I iadMUnd 
earlier, thoe is an anomalT there. The July number was $74JM. aad 
that has hem a son of a logical {Htigtessaa. This rapid iBenaae a 
1 month I think ts a '^■*^«*i"' aberratioo thai at this mnmpl I cant 



i think probably we are going to find that the ararage is m^c ta 
wind tq> b«i% awneplace between around fr&ODO to SojdOO ttr tts 
period of time, wboi we get the next cotqde of monibs in. 

Cbairtaan St Gbskai!?. Would the genikman neUf 

Mr. Mamn. Yes, I wilL 

Chairman frr Hksmais. I would like to remind the submnminiee 
of a hearing in which one of Mr. Janiar pttdeetaauts as acnng chair^ 
m^n , Garth Mti*«i^ jjrtifiwi- 

We got to this point and he said. -WeO. as a lesider I would mm^ 
lather mate one $100,000 mortgage than four $S3jOOO moitgages.'^ 
Natnrallj. B is mneh easier. 

I would like to remind the soheonuntttee 

imtil a few TcaiB ago, if the amount of the mortgage was _ 

limit, the entire amount of that mortgage came oat of tiie nasfciet- 
wcBt into the SO pennL 

However, we did indeed amend, and as a result thereof it is now 
jnst the cxeeo: So, you know, these pei^tie who are '^""g in and 
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saying "this isn't enough," God Almighty, they are voracious. They 
are voracious. They are always looking for more, and more. 

Maybe we shouldn't have given that little — not that "little" — that 
big edge a few years ago, where we said it would just be the excess that 
would come out of the basket, rather than the entire amount of the 
mortgage that went beyond the limits. 

I thank my colleague for yielding. 

Mr. Janis. Mr. Chairman, I believe that it is a good idea to keep pace 
with the market on a reasonable basis, but not to get way ahead of that 
market, nor to get way behind it. 

I would opt, myself, for providing a little bit more flexibility, per- 
haps, to the regulators in this area with congressional oversight, con- 
stant congressional oversight. 

One of the problems is that the limits tend to drag the conditions 
of the marketplace, given the kinds of markets we have seen over the 
last year or two, and I just would go in that direction if it were my 
choice. 

Mr. Mattox. But what you are saying is that you would like to have 
some flexibility yourself in perhaps tiying to raise that as regulators, 
and I think that might be a reasonable approach. 

But you were talking about the 1-month aberration. I think the aver- 
age price in my home area of Dallas County has been $79,000 and it is 
up to $81,000 or something. I am just curious. 

It just seems to me that a realistic flgure probably should be at least 
as high as the average price for savings and loans, which might be 
$85,000, so we can give it some flexibility. We don't want to be back in 
3 months. We want to at least to put a limit in that will be adequate 
for a year or so, and I am not sure $75,000 — $75,000 appears to me just 
to bring it to the level where we need it right now and doesnt give us 
any flexibility for 6 months to 1 year from now. 

Mr, Janis. I fear I have misled the subcommittee, and for that my 
apologies. I was talking about purchase price. I know I did say that. 
But I should have clarified this sooner. 

In terms of average mortgages, just as I indicated, the loan-to- value 
ratio is 73.1 percent. Then the loan amount, the mortgage amount, 
which is really the thing that we are talking about, because that is 
what you are regulating, is $57,400. That would be the comparable — 
in fact, that was the average loan amount for August 1979, against the 
$80,700 purchase price. 

And to the extent that I have confused the issue, forgive me on that. 

Mr. Mattox. It seems that a little higher flexibility might be — you 
Icnow, might be more warranted, looking toward the future so we dont 
have to redo this in about 6 months or 1 year, it appears to me. 

I agree with the chairman that we have made some major improve- 
ments in allowing only the overage to be counted in the 20-percent 
factor. 

Mr. Janis. One other thing that I think I would raise. That is, that 
when we talk in "national averages," we obscure the fact, or confuse 
the fact that there are disaggregations of marketplaces, and there are 
separate markets. 

In a place like California, we might in fact — where prices are higher, 
I don't actually recall the average cost figure in California. I thik it is 
about $100,000 today. 
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Mr. Mattox. I^st month, it was $I0TJMO— $10TjOOO in :3«i Fran- 
caaco-Omkland. 

Mr. Jaxu. So this is where you get into the regional variatian. .And 
it m^it be that there oo^t to be coosidentKin girai to a higb-coA 
aRftUndof 

Mr. Maitox. a 2o-percent factor, or something i 

Mr. Jaxu. Some ^d of factor. That b certainly a po^tHlity that 
exists in smne of the HUD pn^rams. as the subcommittee knoKS. 

Mi. Mattox. It is my understanding that onder, for "m**""* the 



FNMA proeiua, that the FX31A can come in and bay something in 
the markrtpjace that is not more than 25 percent above' the loan limit. 
5(c) limit. Would that kind of flexibility, do you ihink. be v-arranted i 



I am sure that it would provide some flexibility right there, but wooM 
tiuit be a better flexibility for the savings and loan initiallr! 

Mr. Janis. Well, if they can*t originate, then there cant he a sec- 
ondnr^ maricet. I think you have got to do something on the origina- 
titm side in these high-cost areas, otherwise they cani originate the 
kwna. 

Mr. Mattox. If I might ask one m<»e general question to Mr. Hu- 
mann, you were speaking about the fact that — let me Gr^ say that I an 
in favor of the 5-year extensions, to give vou that flexibility, bat I must 
admit that I am a little concerned about tliat. 

The reason is that, first. I would like to know reallv how manv banks 



And second, it is hard for me to conceive that ve still have a glut in 
the market in California. Because I see Calif wnia buyers moving all 
over the United States. I im<udDe half the major complex purchases 
inside Dallas County during the last 2 or 3 months have been by Cali- 
fornia purchaseis. 

It is hard for me to ccHiceive that there are ban^ in Califtwnia that 
have got property that they haven't been able to dispose of during the 
last 5 years, omsidering the kind of influx of capital and money and 
demand into California. I just can't conceive of it 

Mr. Heimaxx. Maybe they made very bad investmmts in the first 
place. I would point out also that the original judgment was not a very 
good (me, and the market still may not absorb those pr(^>erties. 

I am not trying to make ligbt of the problems that they are hav- 
ing 

Mr. Mattox. They sure misj udged, though. 

Mr. Heimank. Well, they made some mistakes. There is no (juestiwi 
ahootthat. 

Mr. Mattox. Do you hare any idea how many banks are impacted ¥ 

Mr. HeiMAXK. Yes, I do. The nuinber of natitmal banks with over 
5percent of capital and surplus in other real estate owned is Ml banks. 
Iliat is general. 

But more specifically, and I think more important, the banks that 
have '^EEO,'' '^other real estate owneid," that Is equivalent to 10 per- 
cent of capital and surplus, or more — now you are getting into the 
hi^ier area of exposure, rather than the broad 5 percent — is 124 banks. 

Mr. Mattox. 124 have what, now? 

Mr. Heimaxx. Have more real estate owned than 10 percent of their 
capital in surplus. 
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Mr. Mattox. Well, let me ask you right there : When you have them 
mark it down, do they mark it down like on 10 percent a year? They 
don't wait until the end of 5 years and mark it all down at one time t 

Mr. Heimann. ^Vall, there is quite a dispute about that. Over a 
period of time, the Comptroller's Office has taken different attitudes. 
Historically, you had to write down the entire amount in 5 years, and 
the scale escalated. I don't remember the exact number — and I can 
provide that to you — but let us say that first year was 10 percent, and 
the second year it would be 20 percent, and the third year it would 
be 30, 40 percent, or 30 percent of the next year it would be the re- 
mainder. There was a sliding scale of markmg down, so the longer 
you held the piece of property the higher the markdown. 

Because of 1973-74, that had been varied substantially and different 
systems were used, because it is a very real problem in some of these 
areas. 

Mr, Mattox. Excuse me, but they don't have to — if they mark it 
down, they don't necessarily have to sell the real estate; what they 
have got to do is mark it down. And then once they do sell it, the 
money conies back into their capital structure, doesn't it, after it lias 
been marked down * 

Mr. Heima\-\-. Let me change that around and say : Once it has been 
marked down to zero, let's just assume it was written down to zero, 
then anything coming back would come in as profit, because you have 
already taken your loss in some prior year. 

But the law still says that commercial banks should not own real 
estate, even if they are carrying it on the boolts at zero. Let us assume 
all the loss has been taken and that has been wiped out, so you don't 
have any economic effect, but the law still does not-^it was never the 
intent or the will of the Congress to permit commercial banks to own 
I'eal estate, other than banking headquarters. 

So that the argument properly has been made that even if it is 
down to zero, you still own it and are operating it, and that should 
not be the province of the commercial banking system. 

So you have got the accounting/economic question involved, and 
then the principle involved — I mean "principle," "le" not "al" — once 
it's been written down to zero. 

We still believe that commercial banks should not be owners and 
operators of real estate properties, even if they are written down to 
zero. We just don't think that is their function. 

I would like to make one other comment about the number of banks. 
I think perhaps there is something of a misunderstanding that this 
was totally tiie province of a few large banks. But in the number 
I gave you of "124 banks" that have 10 percent of OREO as a per- 
centage of capital and surplus, 88 are under $100 million, and only 
1 bank is over $10 billion, or a large bank. Obviously the larger banfe 
have more of the assets in the aggregate, but the number of banks is 
heavily skewed to those banks that are medium-sized to smaller banks 
in our system. 

So that I do not want to leave a misunderstanding or misinterpreta- 
tion that this was totally a large-bank phenomena. It went right across 
the system. For those who didn't understand what they were doing, 
they happened to cut across size lines. It was not restricted to one 
size class of banks. 
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Mr. Basnakd. Would the gentluiuui yield t 

Mr. Mattox. Yes j I think you are recognized next. 

duiiman St G^okatn'. Mr. Barnard 1 

Mr. Baskasd. In this vein of questkHUOg. Mr. Heiiman, viutf — I 
will wait until he gets through. 

Oiaiiman St Germain. He is all throng 

Mr. Bakkahd. Yes ; but Iwant him to li^en. [Laughlrr.} 

Mr. Mattox. Excuse me. Go right ahead. 

Mr. Basnasd. You know, if you are going to ask quesCians, ym 
have got to get the answers to them. [Laugnter J 

E^lain to him what happens to the banks and to the capital aad 
to the consumers when you write down this real estate. 

Mr. Heocann. Well, let us take a worst case kind of scaunuk 
Writing off — and I really am making it a worst case^ because it woold 
be the <mly way that you could draw it cleanly, but it would oerer 
quite happen this way — that bank owns a piece of propeity which 
they are carrying at what they paid for it. 100. the 5-year period is 
up, it has not been reduced in value on their books, they nav« not 
t^en reserves against it, at the end of the 5 years the regulator contes 
in and says "sell it," a f oreed liquidation sale. 

The bank says, "Well, gee, in the marketplace all tou can get for 
it is 50 because the marketplace has been depressed tor A, B, C, 



The r^fulator then says, "Tough darts, sell it." 

The bank then receives 50, and it takes a 50 loss at that point. Xow 
it depends on what the relationship of course of that loss would be to 
the bank's capital and surplus. And then you start to get into all of 
the variations on the theme. 

But clearly what happens is, the bank's strength has been reduced 
at least from a ratio point of view by the loss that it takes under those 
circumstances. And then, as I say, it is comparative at (hat point as 
to what that loss would mean. If it was very large, of course it could 
threaten the safety and soundness of the bank. That is not osoally 
the case in this area. I don't want to overstate it, but that's part <n 
the problem ; maybe in one or two of the smaller banks, bat not cer^ 
tainly in any of the larger banks. 

But there is a whole long cycle that takes place. So much of our 
maiketplaces are psychological and are subject to people's interpreta- 
tions. I have heard complaints in the real estate industry that many of 
the banks that were burned in the REIT unpleasantness became very 
restrictive in their real estate lending for industrial and commercial 
properties, because they never wanted to go through that again. And 
that therefore the source of supply of some legitimate credit needs have 
been tightened back on because of the 1973-74 experience. 

It is very hard to be precise how you follow all of these trends. One 
other thing, I would just like to comment again on the concentration 
issue; that wc do know, in some very highly selective markets, that 
there still are enough of these properties out that forced sales really 
do depress the market. The point I was trying to make before, is that 
it affects all the other property owners in the area. As the re of the 
market^ — the numbers you were using before were going up, still 
have certain conditions in these highly selective places be 'fle of 
"overhang," maybe is the right way to say it. 
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Chairman St Geruain-. Will the gentleman yield? 

Mr. Barnard. Certainly. 

Chairman St Germain. In other words, let us say the bank took over 
an BEIT 2 high rise condominiums in an area, ana there are 10 in that 
area. Up until such time that the bank has sold those off at a decent 
price, the other adjoining condominium owners — individual owners, 
talking about the consumer — are adversely affected, because that de- 
presses the market in that particular area. 

la that not correct ? 

Mr. Heimann. Assuming, Mr. Chairman, that they are of equality. 
Assuming that all of these are of the same quality, the answer would be 
"that is correct." 

Chairman St Germain. Well, ordinarily when you are in a par- 
ticular area, the quality tends to be pretty consistent depending on the 
location and the market. 

Mr. Mattox. Mr. Chairman, if the gentleman would yield t 

Mr. Barnard. Certainly. 

Mr. Mattox. There is one thing I would point out, though. Those 
property owners in the adjacent area also rode up with the boom and 
also rode the prices up. They rode the prices up because of the addi- 
tional financing that was available which impacts on the sales price of 
those units, too. So whether you ride it up or ride it down, it still has 
an impact on the consumer any way you go. 

Mr. Barnard. Mr. Chairman, I want at this point to commend you 
and the staff on the drafting of a very excellent piece of legislation. I 
think it is certainly something that we needed to do last year in the 
FIRA bill and it wasn't done, and I think the changes that have been 
made in this bill are well done. 

I think the testimony this morning of Mr. Heimann and Mr. Janis 
have lent a credence to the need for this bill, and I thank you personal- 
ly for being here this morning and lending substance to it. 

If I might just dwell a little bit further on the 5- to 10-year proposi- 
tion, we are actually not setting a precedent in adopting this legisla- 
tion, are we, Mr. Comptroller? 

Mr. IfelMANN. If 

Mr. Barnard. As you look over the State laws applying to State 
banks, of which there are many more than there are national banks, 
it appears — according to the information that I have, Mr. Chairman — 
that there are about 34 States already which extend the period from 5 
to 10 years, under the same provisions of this act. 

Xow, some of these provisions date back until 1895, 1908, and in 
just thumbing through it, I see where Nebraska has no statutory pro- 
visions for time limiting found; New Hampshire has — ^they hold the 
real estate, no statutory provisions for limits on time, as amended. 

Mr. Maitox. What is Texas ! 

Mr. Barnard. I am getting ready to get to Texas. 

Texas may hold for 3 years, unless an extension is granted by the 
superintendent, but there is no time limit there. Ohio may hold for 5 
years, unless an extension is granted by the superintendent. 

What other States are there ? 

Mr. Wtlie. New Jersey, Bhode Island. 

Mr. Barnard. Oh, yes ; I don't want to leave out that Keystone State. 
They hold for 5 years unless an extension is granted. So they put a lot 
o/conBdence in that superintendent's findings. 
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Wbat we are doing here is '"•fcing arailable to the natiODal banks 
the same privileges or the same rules that other banks cranplr with. Is 

Mr.^UDfA>'x. Yoa are providing more flexibility, that is correct, sir. 

lb*. Bakxabd. But in Uk language of that provisioD. Mr. Chainnan. 
I would s»y that — and again I coouDend the staff and voorself on 
drafting this — because we have pretty well identified what the Comp- 
troller has said this morning; this provisioD does not mean that banks 
will hold real estate, nor carry on r^ estate developmoits ad infinitum. 

It states very clearly that : Uwm showing of clearly extmnating 
drcnmstances, and a high probable detriment to the association, and 
subject to such conditions, and so forth and so on. this extension may be 
extended. 

I feel that has been lHt>aght out in this testunmiy, that this is a vsy 
moch needed provision of the bilL 

I hope that at some time between now and tomorrow that I can have 
a little dial(^ with our chairman and am hopeful that he will let me 
talk with him about eliminating the date of June 30. 1979. 

I can understand his reasoning in gating into this, because there 
may crane a time when we might have some high flyer in the Cranptrol- 
ler^s Office who feels that batiks can own real estate ad infinitum, but 
we have got sufficient restrictions in this bill that we w«i^ have to be 
omcemed about such abuses. 

The thing that worries me about the date being in there, Mr. Chair^ 
man, is that it is only going to permit this extension in this one in- 
stance. And in future crises, of course, we will be coming back, and 
ctHuing back. 

Chairman St Gesicaix. Well, if the gentleman would yield t 

Mr. Barxaro. Tes. 

Chairman St Gebicaix. You actually pointed out the two changes 
that have been made since last year, both of which were designed to 
meet some of the objections that were voiced last year to this par- 
ticular section : Tighten up the criteria to be applied by the Cunp- 
troUer. And this was done, incidentally, as the result of a very fruit- 
ful meeting that I had with the Comptroller prior to the introiloction 
of this new bilL We tightened up there. 

Now, as to the 5-year period and the date of June 1979, the reason 
is that all of the— well, the purport of this particular section is to 
react to — I will go a little further and not talk about "impleasant- 
ness," talk about the disastrous KBIT experience. All ri^t f 

We are reacting to that. Otherwise, there would be no need, as 5 years 
has been deemed sufficient on the national level in perpetuity as Hr 
as that is concerned. 

We are reacting to the REIT disaster. Now if there is another — 
God forbid — disaster in the future, the Cwigress at that time, and I 
say "at that time" because I am hopeful that you and I will be col- 
lectiugsocial security at that point in time 

Mr. Babxabd. We are not on social security. 

Chairman St Gebhaik [continuing]. Or our children will be col- 
lecting it. [Laughter.] 

But I am hopeful we dont see something like this t n. We are 
reacting to the BEIT disaster. We shouldn^ go beyond <> 
once yon put that in, in concrete, for time immemorial, thi 
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kid each other. The Comptroller, whether it be Mr. Heimann, or who- 
ever, will <be called upon on a continuing basis for that additional 5 
years. The 5 years will become 10 years, in practice. As I aay, remem- 
ber, you know there were others who were against this provision en- 
tirely. It is a compromise, and that is why the date was put in. 

Mr. Barnard. Well, I respectfully, very respectfully would dis- 
agree with that. I feel like we have got oversight possibilities, and if 
WB see an abuse of this privilege then we could go that route. 

But the fact is that so many States have this provision that it puts 
the national banks in the same States at a great disadvantage. 

Of course, this is one thing that is, you snow, very important to 
me, and that is the so-called level plain, where all financial institutions 
operate under the same regulations, or in this case not only financial 
institutions, but also banks. 

Anyway, I hope that we can have some dialog on this in the 
meantime 

Chairman St Qermain. Catch you in the cloakroom. [Laughter.] 

Mr. Barnard [continuing]. But I really feel that this is not that 
much of a further concession to make to the financial institutions. It 
is going to free up the Comptroller to do an even better job that he's 
dome now in controlling these profits. 

Other than that, Mr. Chairman, I think it is an excellent bill. I think 
that we address many of the problems that need rapid action. I hope 
we can have an early markup, early passage, and that we will get our 
brethren from across the way to act as quicily as we do. 

Oh, they are studying it now, though, aren't thw t 

Chairman St Geruain. Well, they — oh, my Lord, they have come 
up with an— 



[Laughter.] 



. Barnard. Omnibus. I understand the Senate version does not 
include a date. 

Chairman St Geruain. \o, they dont. 

They have come up with a potpourri, let's put it that way, an appur- 
tenance to a Christmas tree, tney have come up with a potpourri — that 
IS "p-o-t-p-o-u-r-r-i," [Laughter.] 

Mr. Cavanauoh. Mr. Chairman, I think that this date problem 
has become one of the major issues here. I understand my friend from 
Illinois — Creorgia. 

Mr. Barnard. Illinois? [Laughter]. 

Mr. Cavanauoh. Your rendition was so similar to that of the gwi- 
tleman from Illinois, I temporarily mistook you for him. 

Mr. Barnasd. That is all right; you are often wrong. [Laughter.] 

Mr. Cavanauoh. But I am undecided about this, and my inclina- 
tion is to agree with the chairman, that we are reacting here t** an 
historical anomaly, hopefully, and that the basic standard is a sound 
one. 

If that is not true, if the standard is not a sound one, then I think 
that we need some substantia] evidence on the record to indicate that, 
and that was the direction that I tried to go in my questioning. 

My understanding of what you said was that the future does not 
indicate that there would be a repeat of the REIT magnitude of a 
difficulty for the banks. In the absence of that, is there any need for 
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providing the kind of flexibility, and therefore the kind of pressures, 
thmt coDw from that flexibility, for erodii^ the 5-year standard} 

Mr. Heimakn. Mr. Cavanaugh, it is eni&mic to a regiUator to want 
flexibility, and I would have to start off with that statement. 

Mr. Catakatjqh. But in this case, sir — and I understand that — but 
in this case, you are clearly saying that the standard is an appropriate 
one; it is a reasonable one ; it is an historically accepted one dt every- 
one. My understanding, if you are saying something other than, the 
(Hily requirement now is that we had an extremely unusual occurrence 
with the BEIT's that is never expected to be repeated on that scale 
and magnitude, and that we need to react to that. That, to me, seems 
to be the only justification that we've heard on the record for extend- 
ing the flexibility and extending it, then, in some limited fashion. 

Is there a n^ to extend it beyond that, for some foreseeable 
reason! 

Mr. Heemaxx. I appreciate your question, and I do have to admit 
to a bit of schizophrenia about it. Let me try to say it once again the 
way I see it. 

We have a problem which has been clearly identified and discussed 
at some length, and we feel we need the extension to resolve some of 
the results of the disaster. 

We also feel that, since we cannot foretell the future, if we totally 
had our druthers, we would prefer to have the flexibili^ in the 
future, becaui« our crystal ball is just as cloudy as everyone else's. 

So. when we originally proposed this, we did bring this to tbe 
attention of the subcommittee as a permanent, &-year extMisttm witli 
the t^fulatory ccmtroL 

However, to be as responsive as I can to y<Hir questions and Mr. 
Barnard's ocmament, that we would prefer perhaps the 5-year penna- 
DNttly, bat I don't think yon can justify it with the same intensity 
and accuracy as what is called the temporary 5 years." Because there 
is a clear and present problem, and I could not come before this snb- 
ctmunittee and say : And there will be a clear and present problem 5, 
6, 7y 8 years fran now, I do not know that. 

Therefore, that is where my schizophrenia comes in. From the 
regulator's point of view, the flexibility is always desirable, but the 
need is a relatively short-term one, as we ^ee it. I hope that is le- 
sptKisive to your qnestion. 

Mr. Cavaxaitbh. Well, I think so. I think what yon have said is 
that there isn't any need. [Laughter.] 

Mr. Heemasx. To say nothing of my p8ychol<^ical state. 

[T JnghfiT ] 

Mr. Cava?>'augh. Thank jou. 

I appivnate your advising me once a^in that I find myself on the 
ciNiaervative side of my State. It is difficult — and I am surprised 
again to see that Nebraska is so liberal in tbnr policies, bat I think 
t&B direetioo of politics is moving, of coarse, toward more conserva- 
tive standards that I have tried to ^opt. 

Mr. Mattox. We are going to have to copy that fm* the iceotd. 
[Laoghter.] 

Mr. Baxsasd. Mr, Chairman, there is abedntely no responae to 
that. [Laof^iter.l 

Chairman 9t Gmuix. Mr. Wyliet 
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Mr. Wtue. Mr. Chairman, I would like to take advantage of the 
presence of Mr. Heimann and Mr. Janis for just one additional ques- 
tion, if I may, which is rather ancillary to what we were talkin£ 
about this morning, but it does concern reducing regulations. 

It has to do with the Home Mortgage Disclosure Act and the Com- 
munity Keinvestment Act. Nothing raises the hackles on the necks 
of the people in the thrift institutions, business, and bankers more 
than these two laws. When I said recently at a meeting with bankers 
that the Home Mortgage Disclosure Act is due to expire on June 30. 
1980, 1 got the first applause of the talk. 

Would you care to comment on those two laws, as to how you fe*' 
about lettmg both of them expired 

[Pause.] 

Mr. Janis. Be my guest. [Laughter.] 

Mr. Heiuann. Well, I would like to really concentrate my remarks 
on the Community fieinvestment Act, because the Home Mortgage 
Disclosure Act, if you will, was kind of a precursor to the concept of 
CfiA, and CKA is an act which has caused, I think, considerably 
more concern in the banking and the financial community than is 
warranted. 

After all, the act says that a bank, a financial institution should 
serve the credit needs of its community to creditworthy borrowers. 
It is not meant, and the Congress specifically said it was not to be an 
allocation-of -credit process. 

The concern has been on the part of the banking community, the 
financial community, that it will be used as a credit allocator. It is 
my belief that the CRA does serve a public purpose; that most com- 
mercial banks — I can't speak for the thrift institutions — most com- 
mercial banks have taken the charge of meeting the convenience and 
needs of their community very seriously for many years; that this is 
nothing new. 

This is an attempt by the regulators to hold the banks accountable 
for meeting that, and a system designed by which the bank defines 
its "community" and how it meets its credit needs. We, the examiners, 
look to see if they are doing that without discriminating against low- 
and moderate-income borrowers. I think this is a valid approach. It 
is also good pubjic policy. 

Mr. Wtlie. When this act was put in the housing bill in conference, 
we said that it wasn't to require any more paperwork for the offer of 
it, and the bankers and thrift institution people say that it has be- 
come very cumbersome and that they have to answer a lot of ques- 
tions, which adds to the cost of doing business, and that it is not 
really serving the community needs. 

You dont think that is a valid criticism of the act? 

Mr. Heoiann. Well, I would say that the criticism that it is not 
serving community needs, it would be impossible for anyone to make 
that jud|cment, since it has not been in operation for even a year at the 
present time. That might be true in individual communities, but I am 
not sure that one could make the generalization that it was true across 
the board. 

I should also think it's fair to say that their comments witii respect 
to increased paperwork, an increase in requirements, is also correct 
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That is tnie. There wo«ild be no way that you could han an examina- 
tion process which would determine whether or not a bank was meet- 
jng its OMnmunitys credit needs without disc rimin a tin g — meetm|t all 
^Tits cMnmanity credit needs without some attendant cost, and then 
is an attendant cost. 

But nnlike other laws passed by the Congress which were compli- 
ance laws, in this case the financial regulators, instead of putting to- 
gether, lib** truth-in-leuding, 1.600 interpretations whidi then was 
followed by another, lord knows, 849 pages of interpretations on the 
interpretations, here all of the regulators hare agreed on a basic con- 
cept. And that is, the bank defines, or the financial institotion define 
its cranmunity. It says how it means to serva its oommanitjs credit 
TMWMJa, uid the examiners check for the veracity of the ^^"^^ own 
statement and whether or not it is meeting what it said it will do, not 
sune arbitrary standard that is placed on it by the fin a nci a l i^nla- 
faxs — as against, as I say, take truth-in-lentUng which has beocwae a 
qnagmire, to put it mildly, of regulations. 

So, my own feeling — and this is personal — is that the concept be- 
hind C&A. was one which most banks had been meting for some period 
of tinte, usually their entire career. 

Mr. Wtue. Well, I would like you to be ri^t mi this. 

Wonid you care to conmient, Mr. Janis t 

Hr. Janis. Yes, sir. I find myself in agreement with Mr. Heimann. 
Certainly I believe strongly in the notion of reritalization of Amer- 
icas urban places. I would go further to say that it is to the instito- 
tirai's best interest, in most cases, that the center cities in America be 
rDvitalized. 

I think that lenders have an absolute interest and responsibility in 
this area, and therefore I would not want to see CRA done away with. 
I think that the concept behind it is ri^t. 

What has made it especially binding, as far as the Bank Board is 
concerned, is the cranmunity investment fund program that goes along 
with it, which is a $10 billion prt^ram to provide funds at below- 
market interest rates, actually 50 basis points below market throu^ 
the advances mechanism, so that institutiCHis can nse this below maiket 
rate fnnd to invest in inner city type projects — or to lend, rather, in 
inner-city type projects, 

I think thai is the right way to treat this kind of thing, becanse what 
it does is, it says to the private sector lenders, we wdl give you a 
carrot — namely, 50 basis points — to do something that really is in your 
best interest in the Iodj; run, but you may not see it to be in your best 
mterest now. But give it 5 years — whidi is the length of time for the 
CIF pn^ram — and perhaps you will see it. 

So I think this is the right way for the Federal Giovemment to struc- 
ture programs vis-a-vis the private sector, rather Uian demanding 
that certain things be done. You couple that admonition with an in- 
centive, with a sweetener, and that is what makes, in my judgment, 
the GIF very helpful in making the CRA ctxicept work. 

How, you always run into the problem, as with home mortgage dis- 
doeure, of too much paperwork. All I can say to you, sir, is that, as a 
rt^iilator and as a former HUD official, I will do everything I can do 
tnr and separate that which is necessary by way of regnla ; i 
which is necessary by way of information gathering, from that i 
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is superfluous and sits around somebody's office, piling up in green data 
processing books that no one ever looks at. 

I think we have to take a businessman's approach, a sensible ap- 
proftcii to these kinds of issues. 

Mr. Wtub. Thank you, very much. 

Chainnan St Gebmain. Mr. Janis, as you know the administration 
is a little tardy in submitting its study and recommendations on the 
McFadden Act that were reqmred by last year's International Banking 
Act. 

Kow the Board under the leadership of your predecessor promul- 

SLted regulations that were experimental on interstate branching, 
ongress and the subcommittee has a deep interest in this particuliur 
stutfy that is being done by the administration on the McFadden Act. 

Now we were given assurances previously that a reasonable amount 
of time would be allowed the Congress to look at the study prior to 
the Board's implementing those regulations that would allow inter- 
state branching. And to be very specific, it has to do with the local 
situation whei-e the District of Columbia S. & L,'s want to branch into 
the adjoining States. 

We have it in writing, the agreement, as well as in hearings^ that 
we would be given a reasonable amount of time after the submission 
of the results of the study of the McFadden Act. 

It would be helpful for us to know if you indeed intend to await the 
findings of the study and allow us a reasonable amount of time to look 
them over prior to proceeding with the implementation of those 
regulations. 

Mr. Janis. Yes, Mr, Chairman, I do. This is a complicated issue and 
I t h i n k one that one would be unwise to rush into without having the 
benefit of the study — of both the comments that have gone out with 
regard to the proposed regulations on the Washington, D.C., SMSA, 
as well as the Treasury-led study on the McFadden Act. It would seem 
to me that not only would we need to evaluate both, but Congress ought 
to have adequate time to evaluate and then send whatever mgnftla it 
cares to on this subject. 

I said the same thing to the Senate in my confirmation hearing, and 
I will not rush into any precipitous action until both events nave 
taken place and you've had adequate time to study tiie situation. 

Chairman St Gebuaik. I thank you. 

Are there any further questions I 

[Xo response.] 

Chairman St Geiocain. If not, we want to thank both of you. There 
may be some written questions submitted to you in addition to thoee 
that you have already answered. 

Mr. Janib, Thank you, Mr. Chairman. 

Chairman St Germain. I will now recognize a colleague from Texas, 
Mr. Mattox, to introduce our next witness, and I will ask the people 
in the hearing room, if they wish to talk, please take themselves to the 
corridor so that we can properly hear the witness who is aboat to 
testify. 

Mr. Mattox 1 

Mr. Mattoz. Mr. Chairman, I have the honor today to introdace 
Harold Peek, who is what we call in Texas a "Mom and Fop" t^rpe 
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builder. Mr. Peek buildfl about 200 houses a year, and he is here qieeif- 
ically to testify on section 402 of the title I\ of tliis act. I think be has 
some testimony that can give us the implications of this act, specifically 
on the small biulder and how a small builder is faring in a high-cost 
area such as Dallas County. 

I am pleased to introduce Mr. Peek. 

Chairman St G£BUain. Mr. Peek, you may proceed. 

SIATEKEar OF HABOLD F. FEEX, PAST FBZSIIIZIT, HOKE ft 
AFABTHEHT BUILDESS ASSOCIATION OF SAUAS; TEX. 

Mr. Peek. Thank you, Mr. Chairman, members of the sibcoounittee, 
I wish to thank you and the other members for the opportunity to 
testify in relation to title JVj section 402, of H.R. 5280. My comments 
will be in support of the raise in the limitation on the convqitignal 
mortgages from $60,000 to $75,000. 

I am a second-generation builder and developer in Dallas. I have 
grovn ap in the miilding business. Most of the irork I have done has 
been financed through savings and loans. Most of the work I have 
done has been financed throi^ Federal savings and loans, althouj^ 
I have had some relation with the State-chartered. 

llie cost of housing in Dallas is escalating, as it is in other parts of 
Qm country. I believe you have been handed a chart that outlines the 
18 leading metropolitau areas of the United States and what the cost 
of housing has done, both in new housing and in or^'ng hou^ng in 
tiioee areas. 

Mr. Mattoz. Mr. Chairman, for the purpose of the reccad, I would 
like to submit this chart 

Chaitiuan St Gehmain', Xs there objection I 

[No response.] 

Chairman St Gehmain. The gentleman's reque^ is agreed to. 

[The chart referred to follows] 
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of w doing baaness with S. A L^ wbm tfaer ai« laced wick t^ t^u 
maoKy rmthtHoBs vUcfa tbev ban tadaT~-«ad a^ain in Iltei3a&. t&qr 
ba;f« negatiTe ead flows at t&e picsBit time — bow j^^^Ii^^ ■ isfwtB 
to «t iflfterim and pwmazwnt financing for oor bono. 

I am SDR Jim can sar: Wby dcn^ wv ^to comniKaal bank aai 
get faandng t Bat wv lure to take out oaaunitmmEs in flnicr lo da sa^ 
and the Sl AIj^ bavc been a majcv bcfav in oar mazkn. 

I woold stzonglT niw tbis sqbeommittee to gire s» 
tion to this increase in mnits. as it woold be a gnai bdp to tbo» of as 
in DaOas. and I £eel also probably to the rest of the baiklNS in the 



That eondodes n^ icouuks. Mr. Chainnan. I would be glad to an- 
swer any qoesticHis too may have. 

CSiaaiman St Gbduix! Well, yoa say yoo are a second-generaaan 
builder, and therefore I am sore yon are familiar with what I altadid 
to earlier in mv qaestionins or my comment^; to oar pirriottS vitnK&e& 
and qMcifieany Mr. Janis, with reelect to the tclief granted the 
S. A ll^ as tmr as hi^ coGt constnictian is coooenwd jies 3 or 4 Teais 
ago when we amended the law so thai only the excess over the allow- 
able timit woald come oat of the basket. Tbe reaction at that time was 
gratitade and joy on tbe part of tbe S. i I.*s. paiticalariy in OU- 
Ibmia. which is always leierred to as the ~high-co£t area." yoa know, 
the Disney I^nd of Ainenca. where ererything is wild. 

Do yoo recall that! 

Mr. Peek. Tea, sir. 

<%ainnan St GcaiCAiir. And did that not assist Toa t 

Mi. Peek. Teg, air. 

Chairman St Gekmaix, Mt colleague introdoced you as « "Mom aarid 
Pop bnilder." The numbers that you present to u* are arerage nuni- 
bera. Do you btnld for mcHn and pops that are affinoit* Or mom and 
ptms that are lost of moderate means! 

1&. Peek. We bmld in tbe high $50's np to $12&000 at the pnGwt 

Mr. Babxakd. Mr. Chairman, you do remember now, he is from 
Texa& Mom and Pops in Texas are not what Mom and Pops are in 
Georgia or Rhode Island. [T^n^ter.] 

Chairman St Gesmaix. In other words, yoa build 900 homes a Tear, 
bat yoa probably are building a better-than-average type home. Would 
that not be correct ! 

Mr. P^K. Well, in different parts of the country of course you hare 
different — your numbers reflect different things. In our houses that 
we are building in the $50,000 to $60,000 range, I can^ tell yoa they 
are exactly low-iitcome housing, but it certain^ fits many of the folks 
in our martutplace. 
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Chairman St Germain. Well, how many homes do you build in the ^ 
$50,000 to $60,000 class, as opposed to those you build for $100,000 i 
and up ! ' 

Mr. Peek. About two-thirds would fall under $100,000. i 

Mr. Barnard. One-third to two-thirds i i 

Mr. Peek. Would fall under $100,000. Two-thirds would fall under i 
that figure, approximately. ' 

Chairman St Germain. Well, let us use the number in the bill, J 
$75,000. How many do you build for $75,000 and below * 1 

Mr. Peek. Well, that is a big market for us so— I dont have all my J 
numbers; I didn't even cwne prepared 1 

Chairman Sr Germain. Well, we are not going to hold you to it; J 
Just a ballpark figure. ] 

Mr. Peek. It is 60 percent of our business, probably, roughly. We 
have a pretty good market around $70,000 to $75,000, and then we sort 
of jump up. That $80,000 to $100,000, we are not too strong in. 

Chairman St Germain. Thank you. 

Mr. Cavanaugh ? 

Mr. Cavanauoh. No questions. 

Chairman St Gihimain. Mr. Wylie ! 

Mr, Wtlib. I have just one observation I would like for you to 
comment on, since you are in the homebuilding business. 

If we set the limit hif(;h as far as the mortgage limit is concerned, 
wont you build up to fiiat limit? Or wont homebuilders generally 
build up to that limit ? 

And the answer to that might be as to how much money the Govern- 
ment provides which will incre^e the budgetary costs in the home- 
buildiog industry. 

Mr, Peek. Well, I think we are going to build what we feel like is 
the marketplace in our area. Raising this limit will certainly give the 
S. & L.'s a secondary, additional access to that secondary market with 
FNMA and FHLB, which will give him more capital to put back into 
the local builder's hands to construct new homes with. 

I don't think necessarily raising it is always just goiiu; to raise the 
limits. I think— I was looldng at some figures from FNSLA that was 
just trying to — that shows some averages. 

In Texas, last year the average loan that they purchased was $46,650, 
although they could go as high as $60,000 at that time. So I think tiiere 
is a lot of work, a lot of building going on in the lower price range as 
welt as the high. But when you are in a growing area like Dallas, we 
are in a high-cost area, I think if you look there it shows that in 
August 1974 we were selling houses at $45,700 as an average, and here 
we are at August 1979 at $81,600. 

Our land prices and our construction costs are increasing rapidly 
in that area, and we need some access to capital. And we feellike that 
one way we can get there is those S. & L.'s have a secondary market. 
Mr. Wtlie. How does this affect an area like Columbus, Ohio I Now, 
I understand your problem in Dallas. The average price of a house is 
$81,600, according to this. Yet in Columbus. Ohio, which I represent, 
the average price of a house is around $61,000 or $62,000, which is 
pretty good, isn't it? Now, if we set this limit at $75,000, isnt that 
going to raise the price of houses in Columbus, Ohio f 

Mr. Peek. Isn't that ^ing to be directly related to your cost of land 
»"d cost of construction in that areal 
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Mr.WTtJE.Itisnot} 

Mr. PixK. I say it is, and I dont think it is going to just antomati- 
cally raise the price of those homes, no, sir. It will give those institn- 
tions in your area an access, if the; have some loans that fall under 
that category, but apparently most of the marketplace in yoor area 
is a little bit less than what we are talking about in my area. 

Mr. Wtue. Yes, it is. There isn't any aoubt about that. 

Mr. Peek. Well, 1 don't see how it adversely afFects your area. 

Mr. Wtliz. You don't think it will adversely affect as at ail t 

Mr. Peek. Not in Columbus, Ohio, no, sir 

Mr. WxtjIe. It won't adversely affect consumers, I mean. 

Mr. Peek. Xo, sir, I do not. 

Mr. Wtlie. ok, thank you. 

Chairman St Geruain. Mr. Mattoz i 

Mr. Mattox. Mr. Peek, we appreciate you coming. Are yon having 
trouble right now gettin^r money from the savings and loans to actu- 
ally ccHn^ete your housing for homes that fall above the corrait 
$60,000 limit? 

Mr. Peek. Well, right now, mo^ of the savings and loans in Dallas 
are not even discussu^ new commitments with you at any price, 
whether it is above or below. So, yes, we are having very serious 
difficulties. 

They have just gone out, in the last 10 days or 2 weeks, out of the 
marketplace. There are some funds available, but your larger insti- 
tutions in Dallas are being very selective. They are doing business 
only with people that they have done business with before. They 
have really curtailed their lending policies. We need to have sune 
avenue for these institutions to get some new blood into them so we 
can keep going. 

Mr. Mattox. When you spoke about the "negative cash flow" for 
savings and loans, what did you mean by that! 

Mr. Peek. Well, their savings income versus their withdrawal. They 
have had a negative flow the last couple of months. 

Mr. Mattox. So the savings are not coming in as fast as they are 
going out. 

Mr. Peek. Yes, sir. 

Mr. Mattox. Where are they putting that money} 

Mr. Peek. I don't think I am qualified really to answer you. 

Chairman St Geruain. Jumbo CD's. 

Mr. Peek. To other financial institutions. 

Mr. Mattox. They are going to California and places like that 
where the yields are higher, I suppose. 

Mr. Peek. I am sure that is true. 

Mr. Mattox. Do you happen to have a homeowners' warranty pro- 
gram in Dallas t 

Mr. Peek. Yes, sir. 

Mr. Mattox, Could you tell me, under that homeowners^ warranty 
program, what the average sale of the house was this last year? 

Mr. Peek. Well, I won't read all the numbers to you, but let me 
read a couple of them very quickly to you. On September 30, 1977 it 
was $46,300, and on September 30, 1978 it was $50,500. Let me jump 
(m up to August 1979, it was $73,120. 

Mr. Mattox. $73,000 is the a 
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Mr. Peek. That is the houses that are only covered under the home- 
owners' warranty program. That doesn't cover all the housing in Dal-, 
las, so do not be misled by those numbers in that respect. But I think 
it shows you that our trend is very steadily on an upward climb. 

Mr. Mattos. If we were to grant the relief now, we probably ought 
to grant enough flexibility so you won't have to come back next year, 
because you want to build those houses, don't you? 

Mr. Peek. Yes, sir, 

Mr. Matfox. Are the starts up or down in our general area of 
Dallas, do you know, for the last year ? 

Mr. Peek. Starts are down for the year. I am going to say they are 
down 20 or 22 percent, something like Uiat. 

Mr. Mattox. Starts are down, and we still don't have any money. 
Is that right? 

Mr. Pe^. Yes. 

Mr. Mattox. Do you think it would be more helpful to you if we 
would put in some kmd of flexibility to allow the prices to go up faster 
than $75,000? That is, I mean where they could have some kind of 
automatic escalator in high-cost areas, or something ? 

Mr. Peek. I think I would be in favor of anything that is going to be 
advantageous to providing capital for the building industry in our 
community and other communities across the country. I understand 
some of the comments that have been made here this morning, also, but 
this type of legislation you are speaking of is not one — there is no sub- 
sii^ involved. It doesn't affect 

Mr. Mattox. Well, let me ask you this question : When you build a 
house, do you build a house that you can finance? Or do you build a 
house that the homeowner can buy i 

Mr. Peek. I am interested — I have got to sell it before we come out 
with anything as far as profit is concerned, so we are going to be try- 
ing to target our building to the market that we feel like we can defi- 
nitely serve the people in our area. There is a broad range of people in 
Dallas and Fort Worth now. We have a lot of folks. There is a broad 
market there. 

Mr. Mattox. How many builders are there in Dallas? How many 
homebuilders ? Do you have any idea ? 

Mr. Peek. Yes; Dallas has an awful lot of people in the building 
business, in one way or another. There are over 2,000 people in the 
metropolitan area in the building business. 

Mr. Mattox. Two thousand. But by this chart that we submitted for 
the record, it shows Houston has got the greatest number of housing 
starts, nearly 47,000, and Dallas has got nearly 40,000 housing starts 
in 1979. That is compared to New York City of 13,500. So, it should 
indicate the kind of cnanges and the trend of the country, I suppose. 

Mr. Peek. Well, it is diverse. I can't really address myself to other 
parts of the country too much. I know that some people have had a 
much more difficult time than we have, quite frankly. 

Mr. Maitox. We appreciate your testimony veir much. 

Chairman St Gekhain. What is the status of the usury statute in 
Texas right now? What can the S. & L.'s charge, interestwise, to the 
mortgage? 

Mr. Peek. I am not sure — I hope I can explain this properly. It is 
' to an average of the Treasury bill, and it is revised every montit 

ute State comptroller's office. 
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Chairman St Gsruain, Is that a recent amendment f 
Mr. Peek. Yes, sir, it went into effect August 27 of this year. And 
it is 2 points over that average figure that they come up with, with a 
maximum of 12. It cannot go over — no matter what that average is, it 
is the average cost plus 2 points, and it cannot ever exceed 12 no matter 
how high the Treasury bills may go. 

Mr. Mattox. What is it right dow ? Do you know ? 
Chairman St Geruain. It is probaibly 12. 

Mr. Peek. N^o ; it is 11 and getting ready to go up. There was some- 
thing in the mail on it the other day, and I am sorry I didn't 

Chairman St Geruain. As a matter of fact, Mr. Peek, you know 
you testified earlier that 60 percent of your homes are telow that 
$75,000 mark. So that the bulk of your building would be within the 
$76,000. 

The question is : Are we interested in — you know, every time you 
increase this limit, you decrease the number of starts. It is a natural 
sequitur because there is just so much money for the S. & L.'s to lend 
out for mortgage financing. 

And as I stated earlier, they would much prefer one $100,000 mor* 
gage than four $25,000 mortgages. It is much simpler for them. It is 
much more inexpensive for them. It is much less work for them. 

But, the Federal Home Loan Bank Board and the S. & L. industry 
were created to encourage homeownership, not for a select few but 
for as broad a base as possible and for as many people as possible. 

Now the problems you are having getting mortgages right now are 
not unique to Dallas, or to Columbus, or to Providence, II.I. This pre- 
vails and prevails across the country. 

There is, you know, a great demand, and yet many of the S. & L's 
and the mutuals are investing in other areas where they get a higher 
return and where their money is not tied up for as long a period of time 
as it is in a mortgage. 

So to say that increasing the limits here will solve the problems of 
builders, I don't think that is quite accurate ; because the problem is 
much more complex than that. This is one very small factor. 

Mr. Mattox. Would the gentleman yield ) 

Chairman St Germain. Certainly. 

Mr. Mattox. Mr. Chairman, I think that as Members of Congress 
that we continue to think that we can set some arbitrary limits, and 
those arbitrary limits some way or another restrain inflation in a sub- 
stantial degree. 

Where, in effect, you take the local market here in Washington, D.C., 
if you can go into Washington, D.C., and find houses for families with 
four or five children and figure out any way for a savings and loan to 
make that loan with a $60,(X)0 Umit, when the average price was $111,- 
000 — and the price of niy house has escalated from about $90,000 3 
years ago, to $150,000 today, I submit to you that has nothing whatso- 
ever to do with our artificial limits. Those are because the demand in 
the area is so high. 

I submit to you that we can not hold back the tide of inflation going 
up by putting artificial limits on, because there is money enough out 
there. There is monej' enough out there to build the cheap houses, the 
expensive houses ; it is a question of what people can pay for them and 
what they can get financed. 
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Aiid I submit to you in our area, we can't build enougb houses for 
the little folks, and I mean the little people who live in mj district. 
You take the average priced homes in mj district, it is probably about 
$45,000 to $50,000. It is not a big, high price, but the new homes, you 
take the Fox & Jacobs homes, which is the biggest builder I think 
probably in the South. 

Homes that were selling for $41,000 at the end of 1976, today are 
reselling for $70,000; $70,000 in Dallas County. As a matter of fact, 
the resale prices they are showing on these charts here indicates that 
you take a resale in the Dallas market. The resale in the Dallas 
market — the avera^ price is for $88,000. That is the resale price. 

We are not talkmg about new construction — we are just talking 
about getting homes financed. 

I know in my inner city area — I live in the inner city and have a 
house that was bought about 6 years ago. That house has quadrupled 
in price today. And that house does not fall within the $60,000 limit 
because it will be a $75,000 house today. It was bought for less than 
$15,000 with improvements 6 years ago. 

So I simply think that if we are ever going to be able to really deal 
with the housing problems in these areas, that there needs to be some 
flexibility. I think we ought to put some flexibility in some way or 
another where we don't have to continually go through what we are 
going through every year by having to make the arbitrary decision of 
raising this limit. 

And $60,000 is not good for Washington, D.C., or good for Dallas. 
We ought to figure out some flexible formula, some kind of formula 
of letting this price rise for high-cost areas. 

Chairman &r Geiimaik. 'W^at I am trying to figure out is how I 
get to go into partnership with you, because you have got two houses — 
one that went from $15,000 to $60,000 in a couple of years; and one 
went from $90,000 to $150,000. Now you have got the golden touch. 

Mr. Matiox. I do, Mr. Chairman, I freelv admit that. I have either 
been lucky, or I have just studied a lot before I bought them. 

Chairman St Germain. Very, very shrewd. [Laughter.] 

Mr. Mattox. Well, there is one thing I can t^llyou though, there 
has got to be some kind of flexibility in uiese formulas. I real^' believe 
that. Because all across this country it is just simply not the same. 

And I must admit that 5 years ago, Dallas was a very low-cost 
housing area, and now it has turned into being a very high-cost hous- 
ing area, without regard to any of our policies. 

I just think there needs to be some flexibility, and I am not sure how 
to design it, but I think there needs to be some. 

I appreciate the chairman for having these hearings, and I appreci- 
ate this bill because it is an excellent piece of legislation. 

Chairman St Germain-, I thank the gentleman. 

We are going to thank our witness. I am going to announce that the 
markup will be at 9 :30 tomorrow morning m room 2222. The subcom- 
mittee will stand in recess. 

[Whereupon, at 12:15 p.m., the subcommittee was adjourned.] 

[The following statement and letters were received by the subcom- 
mittee for inclusion in the record :] 
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-^rtie III — Fi - M rc ijg 1l« gnteabi- SowsJ-^ 
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Title III encourages the rinanclal regulatory agencies to reduce 
regulatory burdens. Particularly useful Is the instruction that "... 
the regulatory agencies shall insure that ... (3) compliance costs, 
paperwork, and other burdens of the financial Institutions, consumers 
and the public are rninlrnlied ...." In part, this instruction repeats 
provisions found in Executive Order 12044. But, since such Executive 
Orders do not apply directly to the independent regulatory agencies. 
It is most helpful that H.R. 52B0 directs the attention of the financial 
agencies to these goals. ^ 

The U. S. League has similarly been concerned about the overlap, 
duplication and paperwork created at the regulatory agency level. 
At the direction of then-U.S. League President Stuart Davis of 
Beverly Hills, California, the League formed a special "Committee on 
Federal Home Loan Bank System Paperwork" in 1978, under the 
Chairmanship of Dr. Robert Dockson of Los Angeles. We are pleased 
to report that the findings and recommendations of this effort, 
targetted at the regulatory burden unique to the savings and loan 
business, have been most graciously received by the Federal Home 
l^an Bank Board. The FKLBB now has invited comment on followup 
proposals to streamline various reports and simplify paperwork 
procedures, and will hopefully be moving to -final regulatory changes 
In the not too distant future. 

The overhead and processing delays implicit in Federal regulation 
eventually are built into the rates chtarged new twrrowers and complicate 
the home financing performance of savings and loan associations- 
Title 111 of H.R. 5280 wilt help to improve this situation to the mutual 
benefit of our institutions and the public. 
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Title IV — Increasing Home Mortgage Financing 

Section 101. Among the different types of financial institutions 
only the FSLIC-insured savings associations have statutory reserves 
against loan lose^ known as the Federal Insurance Reserve. The 
present law, enacted in 1934, was a Depression- related precaution 
for the original FSLIC fund and depositors at the fledgling SELs of that 
period. It requires that SGLs accumulate by their 25th year (generally) 
a 5t reserve. These funds, of course, are unavailable for lending, or 
as undivided profits. 

The purpose of this proposed legislative changrf originally contained 
in Chairman St Cenriain's H.R. 3305)is to provide FSLIC-insured savings 
and loan associations with greater flexibility in their operations as home 
financing institutions. It would reduce from 5% to 01 the percentage 
of total savings wNch must be set aside in their statutorily- imposed 
Federal Insurance Reserve. 

The change recogniies that as thrift institutions have grown and 
as the economy haschanged in modern times, the "risk" in their operations 
has become an "interest rate risk", rather than a risk of widespread 
losses in their mortgage portfolios resulting from recession, unemployment 
or declining values in residential real estate, as was the case when Title IV 
of the National Housing Act was developed in 1933/34. 

The proposed change would permit associations to keep a larger 
proportion of their "net worth" in undivided profits or surplus where 
It would be available for use In meeting occasional 0|>erating deficits 
which can occur in periods of rapidly rising interest rates. Such temporary 
operating deficits may result from an Institution having a considerable 
portion of its savings capital in high rate certiricates of shor^ maturity. 
The proposed reduction tn the statutory percentage would make 
unnecessary the alk>cation of alt of an institution's net in.coine 
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(including that portion on which Federal income taxes have been 
paid and not required by Section 593 of the Internal Revenue Code 
to be placed in the SeL's "bad debt reserve") to the Federal 
Insurance Reserve (FIR], where it is effectively "locked up" and not 
accessible for any purpose other than the absorbing of mortgage 
loan or fidelity losses. 

The 5% flgure placed In the law for an insursnce-of -accounts 
reserve In I93i| may have been the correct figure at that time. This 
percentage has not changed since 1934, although the number of years that 
institutions have been permitted to take to reach the 5t benchmark 
has stretched out. 

Certainly the world 
of finance is different today from I93U. Today's risks result from 
"twrrowing short and lending long" in an economy marred by stubborn 
Inflation and the inability of savings associations to raise the rate of 
return on their assets. 

Reducing the Federal Insurance Reserve requirement from 5% 
to q% in Title IV of the National Housing Act will recognize some of the 
realities of the present-day world of finance, and permit the regulatory 
requirement for adequate reserves and capital to move from an arbitrary 
S%-of-savings test to a more realistic and modern "asset computation 
test" as written in the FHLBB's regulations (Section 563. 13(b)). 
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In addition to the 5t to «% change, the U. S. Lesgtje would 
strongly recommend Subcommittee consideration of H.R. 3306, 
Chairman St Germain's biil (by request] to autKtorize mutual capital 
certificates for Federally-chartered savings associations. Such 
certificates could constitute part of the reserves and net worth 
of associations and would pay dividends. It would provide a new 
and beneficial opportunity for associations in the mutual form of 
ownership (including virtually all Federally- chartered SeLs) to 
augment their capital base to enable them to sustain increased 
savings flows and costs and help meet the mortgage lending needs 
of their communities. 

Section 102. Section 5lc) of the Home Owners' Loan Act of 1933 
describes the investment powers and restrictions for Federally -chartered 
savings and loan associations. Among these appears a "single- family 
home loan limit" of $60,000. That restriction ts not an absolute ceiling 
as it regards lending activities of Federal SSLs — but serves instead 
as a demarcation point for categorizing home loans with dollar amounts 
above $50,000 in an accounting ''basket" limited to 2 0%'Of- assets. 
The 5(c} dollar figure was initially set at $20,000 in 1933. raised 
to $25,000 in 1954, $i|0,000 in I96>(, $45,000 In 1970, $55,000 four 
years later, and the present S60.000 in 1977. The Housing and 
Community Development Act of 1977 also altered the accounting treatment 
for home loans made by Federal associations by declaring that only the 
"excess above" the dollar figure must be placed in the 20% basket, 
rather t?ian the entire loan amount. 

While the change two years ago achieved significant relief, the 
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unprecedented increase in home prices - and requested loan amoonts 
from the public -- is again placing pressure on the lending actlvitie. 
of Federal associations, particularly in high cost regions such as 
CBllforniB, and the Washington metropolitan area. Commercial bank 
and mortgage banking competitors have no SLich restriction, and the 
laws governing state-chartered savings and loan associations often 
have more liberal provisions. (Thirty-nine states have greater 
flexibility, eleven have a comparable arrangement due to "tie-ln' 
laws, and only one has a more restrictive -- ^50,000 ~ figure.) 

An upward adiustment for the $60,000 figure is of more universal 
to the secondary market. 
Importance/ however, since the 5(c] figure also determines the absolute 

dollar ceiling for loans purchased by the Federal National Mortgage 

Association and the Federal Home Loan Mortgage Corporation. Under 

sections VOG and 408(a) of Public Law 95-I2B, the FNMA/FHLMC purchase 

limit Is set (except for high-cost areas of Alaska, Guam, and Hawaii] 

at 2S% above whatever figure appears In Section SEc) of the Home Ovjners' 

Loan Act. Thus, currently, these secondary market agencies are 

absolutely prohibited from buying loans above $75,000 (125% of $80,000). 

Savings and loan associations, commercial banks, mutual 

savings banks and mortage bankers In virtually every major city 

of the country must find a way to sell mortgages in the current 

economic climate if 'they are to obtain sufficient dollars to meet 

home ownership demand. Tfie modern secondary market facilities of 

FNMA/FHLMC were designed in the Emergency Home Finance 

Act of 1970 for precisely this purpose of meeting institutional liquidity 
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needs in periods of tight credit condition!. 

Tliere are just not that many S75,000 ioans to be made in 
Washington, D. C, New York City, Columbus, Ohio, Central and 
Southern Caiifomia, Dallas, Texas, etc. The inability to find 
a secondary marlcet for these large loans, coupled with the 
fact that some institutions, including state-chartered savings and 
loans, have reached their limit in advances from their Regional 
Home Loan Banks, means that some Institutions may soon have to 
shut down lending operations if 5lacl< savings fiows (or net losses 
at the savings window) continue. 

Thus, the issue of 5(c) limits Is clearly as much a secondary 
market issue as anything else. For this reason it is imperative that 
soma relief be granted via increased purchase limits for FNMA and 
FHLMC. Section 1102 achieves this result by its upward adjustment 
from $GO,000 to $75,000 in the 5 (cl dollar figure. 

Section it03. In order to borrow from the "advances window" 
of the Federal Home Loan Bank System (similar to the Federal Reserve 
System's discount window], member savings and loan associations must 
buy stock in the FHLBank to WI2th of the amount borrowed. This 
proposed amendment to the Federal Home Loan Bank Act would reduce 
the required stock purchase fraction to l/20th. 

The size of the FHLBank System has grown many-fold since 
the present law was enacted, and the System Is comfortably capitalized. 
The amendment, we understand, is supported by the FHLBB and the 
FHLBank System. 
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The present stock purchase requirement Inhibits use of the 
advances window — which Is not desirable considering the important 
role that facility must play in times of credit stringency and uncertain 
savings flows. The advances option enables savings association 
managers to meet outstanding loan commitments to homebuilders 
andbuyers. The reduced fraction also "frees up" additional funds for 
home lending. 

Section 101. Like Title III, tNs provision Is really aimed at 
requtatory simplification and paperwork reduction. 

The 1932 Federal Home Loan Bank Act, signed by President Hoover, 
contains a needlessly complex section spelling out In great detail the 
types of loans which must be posted as collateral for borrowings from 
the advances window. Tfiere are limits on dollar siie, loan-to-valua 
ratio, repayment period, and distinctions between conventional and 
FHA or VA terms. For years, larger savings and loan associations 
that utilize borrowings from their Regional Home Loan Bank often have needed 
a clerk who does nothing but keep tabs on the status of loans pledged 
tocollateraliie advances. (Indeed, until recently, in most parts of 
the country, they actually sent loans physically to the Regional Bank — 
and then replaced them when homeowners paid off loans posted 
as collateral.) As part of the paperwork reduction effort, the Federal 
Home Loan Bank Board recently, by Resolution 79-343, dated June 14, 
proposed to modernize the administration procedures for coilateraiiiing 
advanced. While tHs is a very welcome step, the complexity of the 
basic statute remains. The language of Section 404, substituting a 
single sentence authorizing the FHLBank System to make advances 
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using such rasldential home mortgages and obligations of,or guaranteed 
by'the United States Government "as the Bank Board may prescribe" 
<s an important simplification of this process. We urge its adoption. 

Conclusion , in conclusion the U. S. League again compliments 
Chairman St Germain for his initiative and foresight in conducting 
h«arings on H.R. 52SD. We endorse Title til and the efforts of 
Rep. Stanton, and each Section of Title IV- In addition, we 
recommend for the Committee's consideration the mutual capital 
certificates autKxirization contained in H.R. 3306. 

Again we thank the Subcommittee for its attention and encourage 
its swift processing of H.R. S2B0. 
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ASSOOAnON 



Tlie ttoionble Femond J. St Gemtin 

□uinun 

Subcmmittee en Financial Instltutloia 

St^ervision, Regulation and Insurance 
D. S. House of Representatives 
Kuhijistan, D. C. 20515 

Dear Mr. Oialnan: 

Ihe AoGTlcan Bankers Association is taking the opporOMtitf of haarings 
before the Siix:<Biu.ttee on Finamiial Institutions Sl^MTvi^ion, Fegulatlon 
~~d Insurance to sitait these coments on H.R. 5280. the Depository 



of outdated statutory liiidtations. We are concerned hoHever, that. In one 
area, the bill iifioses arbitrary and archaic restrictions on nati<aial bank 
activity. 

Title I of H.R. 5280 Hould anend the laws governing national banks. Pni- 
visiona of Title I include ertmding, in certain clronstances , the existing 
five-year limitation en ownership of real estate acquired by a national bank 
as a result of borrower default; reaoving the prcMbltlon on emulative 
dividends In excess of 6 percent on national bank preferred stock; authorizing 
the Cmptroller to declare a banking holidli^ in anergency circwstances; pro- 
viding lulenaking authority for the Co^itroller; and authorizing national bank 
directors to qualify as directors by owiiiu stock in either the national bank 
or a bank holding ewfonf which controls the bank. 

tfast of the provisions of Title I are unobjectlowble and loot-overdue revisioas 
of the wthority loideT lAidi naticnal banks operate. Ihe limitation, to 6 per- 
cent, of dividend payamts mi preferred stock was a depressloi-era aeasure 
designed to ensure an adequate (then generous) return to pre f err e d shardulders 
without isiAily wnitnnlni bank c^itallzatlim. In today's enrironMnt, the 
provision serves to effectively prevent natimal banks frcn issuing preferred 
stock. This limitation is particularly regrettable idun baik equity aarkets are 
not ccnducive to new cmian stock Issues. 
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CoytToller of the Camticy to extoid, for qi to an icldltionsl five years, 
the existing five>year limitation cm the holding of reel estate mofii-ni bjr a 
mtioMl bank ts a result of borrower default (other real estate omad). 
fny bank qiplying for an extension would be required to dcBonstrate a good-faith 
attenpt to dispose of the property within five years and the fact that disposal 
within that period would be detrinental to the bank. The extensicn authority 
would be United to real estate in possession of a bank on June 30, 1979. tad 
no finds could be expended for the developotent and iiqirovtaient of real estate 
acquired through default unless a bank could doicnstrate, first, that clearly 
extenuating ciroBstances existed, and, seccnd, that failure to expend flaids 
would Involve a highly prt^ble detrliKnt to the bank. 

Our Association n^ports the provisions of Sectiim 101 authorizing the Coqitroller 
to octend the five-year liaitltion sn other real estate owned. Althoiah our 
preference HWld be for * single onatsion fioa five to tm years of the allow- 
able holding period for such real estate, we do not inxne the required q^licatirai 
BDl showing ly a bank for tn extensicn. 

IMer present law, all other real estate oaned aust be disposed of by national 



115 years. As originally enacted it was a liberal provision designed to give 
national banks asf>le tine to ride out any mfavorable econe n ic cycle, to aake 
mf necessary ixprovcraents to prcfierty acquired throu^ borrower default, anl 
to dispose of the prcyerty. Since that tidw, new building pnx:edures and 
nethods of finaming have consistently lengthened the tern both of ccnstruction 
tine and loan naturities. Thus, a provision designed as liberal has becoae a 
grave restriction to other real estate disposal in recast years. 

In the event of default by a borrower idiose loan is secured by real estate, a 
national tank nay choose either to atteipt to renegotiate in sine way the loan's 
tens and cimditions or to foreclose on the property securing die loan. Miere 
the loan security Is real estate tnder construction, a bank wmf be faced with 
the even br* difficult decision of idietber to cmtinue to finance the project 
throu^ to co^>letion (thus risking even greater finds) or to stcfi work In an 
attopt to cut its losses. Clearly, idiere a project wiU be inder constructicn 
for several years after default, tills choice is aade aore difficult because of 
the substantially shortened tine left to the bank inder existing law in i<iidi to 
dispose of the co^leted property. 

Section IDI is necessary, therefore, to penlt national banks In such SMtots 
to recover their losses, and to protect the pr o perty they have acquired through 
default fr«n being bought at dqn-eciated prices bf speculative interests. But 
the provisions of diat Section governing ei^cnditure of flaids for i^rovenent 
or ccofiletion of defaulted property are not only vnaecessaiy, but lai^t. 
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Existing regulations of the CcoptroUer authorlM nKionol banks to Mqpend 
finds for property ii^tmaant or ca^letion Mhcnever the banks can docitnt 
the need to do so in order to recoif their isvMOMtt. No appllcatico reqidre- 
■ent OT specific test is needed. U) m owimDOit of rqiidly ascalstliQ 
ccnstmction costs, the delay iiAermt in seeking and abuining the CoBf^ErolIer's 
qiprovBl for fm! e:qMnlitures should be sufficient to ariue MBlnst ai? specific 
qiplicatiaa Tequiremcnt. The fact that binla have been eqiendljiB such funds for 
naiTf /NTS, without undue risk or significant adirerse consequcaces , sens to aaka 
the requireaent of a specific q)plicatian to do so not only laiwcessaiy and 
potmtiall)' costly, but also anachroDlstlc. 

Mere these reasons insufficient to sis)part deletion of the restriction on in- 
vestBonts in defaulted real estate, tiie provisions of Sactim 101 outlining 
the showing that banks would be required to aake to Justi^ inrestMnt are 
enou^ in thenselvss to justi^ our Association's objection. The tens 
"cleerly extemating drovstances" and "hi^ily proMble detriaent" are 
undefiiuid, anfclguous, and vithout statutDrr precedent. Our Assoclatl<Hi's 
belief Is that enactoent of the language cited would virtually foreclose 
bank Investjmt in defaulted property with the anonalous result of banks' 
being forced to attcafit to dispose of shells of shofring centers and half- 
finished hcBies at less than fire sale prices. PartlculsTly in viei> of Title IV 
of this bill which relaxes restrictions tm savings and loan assoclsticn real 
estate lending, it seas ancoalous far Section 101 to so hedge national banks 
in as to aake the risks In real estate lending greater. He would therefore 
urge the Sidx^cndttae to delete the second sentence of Sectlcm 101(2) of the 
bill. 

In addition, we would suggest the deletion of the phrase "fbr real estate in 
the possession of a national banking association on Jiaie 30, 1979," froa that 
Section. Because the reaalnlng language would require specific ^plication 
to and qftroval by the Coqttroller for the extmsion of tlie five-year period, 
there are sufficient protactlons against abuse of the extended period the law 
would provide. Ihe fluctuating econaic cycle, local housing aarkat conditlcns, 
overextension by particular constructicoi contractors, or my codiiiiatloa of 
these droBstances could result in individual banks needing the flexibility 
of additicnal tine to fii^ purchasers for de&ultad property. Ve believe Oiat 
the use of a single date, as pn^osed in the bill, i^ unwcessaiy and uideslrable, 
and would therefore urge Its deletion. 

Section lOS of the bill also deserves ma^teat, we believe. That Section would 
provide the Ca^)troller with general rultaaking authority except over such ar«as 
as have been "ei^esaly and exclusively" granted to other agencies. Althou^ 
eiqiress grants of regulatory autlnrity are not mi i^iii. it is relatively rare 
fen- a statute to grant exclusivity in legulatloii. Both the Truth in Lending 
tct and the Equal Credit Opportunity Act grant rulmilring authwity to the Board 
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s of the Federal Reserve S]rsta, but neither contcins oqr langtnge 
■akuig that grant of authority exclusive. And yet nonexclusivity muld have 
disastrous TBifications for Tegulatoiy clarity and public education. Itaa, 
we believe Section 108 should be clarified by deletliig the uords "and exclusively." 

Out Asscciatian sifiports Title II, lAich vould terminate the National Bank 
Closed Receivership Fund. He also endorse Title III, the Financial Regulation 
Sii^lification Act of 1979. The provisions of that Title should instituticnaliie 
the process of regulatoiy siinliflcation alreac^ begun by the Federal regulatory 
asmcies. He wculd suggest Uist, pursuant to the President's Executive Order 
12044, Secticn 304 of the Title be amOei to specify s five-year reviei) period 
for all renilatians. Sudi a Bove would clarify CongTess' deteiHination to oisure, 
by a specific legislative tinetable, that the agencies contljwe their serious 
and stdMtantlal effort to cUri^ and reduce the regulatory burden affecting 



C^'^^^TIl. *:^Ui, 



Gerald M. Kmrle 
Bcecutive Director 
GDvenaent Relations 
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BANKERS ASSOCIATION OF AMERICA 



SepteiDber 24,- 1979 



The Honorable Femand J. St Germain 
O.S. House of Representatives 
2136 ttaybu'rn House Office Building 
Washington, DC 20515 

Dear Congressman St Germain: 

Thank you for your invitation to testify in connec- 
tion with the Subcomnittee ' s consideration of H.B. 5280. 
Because of the time period involved, we respectfully 
decline the opportunity to testify and will present the 
issues raised in this legislation to our Administrative 
Coimnittee and Executive Council, which will be meeting 
beginning October 1, 1979. '' 

As you and your staff are undoubtedly aware, a number 
of sections of the bill are of keen interest to our Associ- 
ation} in particular! Section 101 dealing with other real 
estate in the possession of a national bank. Section 111 
dealing with the bankers' bank, and Section 112 dealing 
with a potential Iccphole in the McFadden Act. On the 
other hand. Section 108 of the bill raises the issue of 
general rulemaking for the Coirptroller of the Currency and 
until we have had a chance to review the Comptroller's 
arguments for the grant of such rulemaking powef in the 
form that is described in Section 108, we would prefer to 
remain silent. 

While we anticipate support for the legislation, we 
at this time must defer to the upcoming Administrative and 
Executive Council meetings, after which our staff will be 
in prompt contact. 



Very truly yours. 
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NATIONAL ASSOCIATION OF HC»1E BUILDERS 

FTTSMra AM> M SnEETS. NOH 
WASHINGTON. D. C M 



SepteBbar 25, 1979 



The Bonocable Fernand J. St. GsEaain 

ChaiEnan, Committee on Banking, Finance 
and Drban Affsira 
Subcommittee on Financial Inatltutlons.. 

Supervision, Degulatlon and Insurance 

Dear Kr. Chaimant 

On behalf of the nor* than 118,000 members of the National 
Association, of Bou- Builders, I appreciate this oppQctunlty to preaent 
NAHB'B views on some Of the provisions contained in B.S. 5280. 

Mortgage finance is the lifeblood of the housing industry and 
a critical factor In the purchasing of housing by American fanilies. 
The ability of fsmiles to purchase homes Is dependent upon a stable 
and reliable flow o£ funds and the availability of nortgage funds 
at the lowest possible interest rates. Each one percent increase in 
mortgage interest rates ellnlnates SSO.DOD families from the ability 
to purchase a hone. Accordingly, the National Asaociaton of Borne 
Builders is concerned about the provisions of B.R.' 52B0, particularly 
as they affect the thrift industry, which has been the principal 
source of funds for hone purchases. 

Title III - Financial Begulationa Simplification . 



Federal regulations. Unnecessary and burdensome regulations at all 
levels of government needlessly add nillions of dollars to the cost 
of goods and services purchased by Aaerican consumers. Several 
studies have shown the- i^act; of excessive regulations upon the cost 
of housing. One of those studies indicat 
cost of a newly constructed, single famil 
over-regulation. 
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H« spplaua tha provision* of Title til which require that 
regulations Issued t^ the Federal Financial Degulatory Agenciesi are 
carefully considered, and especially that compliance cost, paperwork 
and other burdens oh the financial institutions, consuners, and public 
are miniaiced. He would like to see this policy extended to other 
Federal regulatory agencies. 

Title IV - Increasing Bo^e Mortgage Financing . 

The nost iaportant provision of Title IV to the National 
Association of Hone Builders Is section 402, which increases the 
section 5(c] lialts from $60,000 to $75,000. The present ceilings 
are not realistic in light of the rapidly escalating prices of 
American hones. 

As of today, FHMA and FBLMC cannot buy a loan of nore than 
S75,000 [except in Alaska, Guan and Hawaii). This ceiling la 
Impacting many areas of the country, particularly ttiose experiencing 
rapid growth. Schedule A attached, to this statement shows the 
average sales prices of new, conventionally financed houses in 18 
leading metropolitan areas of the United States. As is apparent 
from that chart, the $75,000 limit prevents purchase of loan* on 
a significant nusber of horn* in those area*. 

If FHHA and PHLHC are to perform their function of providing 
liquidity to the mortgage martBt by. purchaalng home Mortgages, the 
ceilings on the loans they puirfaaae must be realistic In light of 
home sales prices. He strmigly support increasing the section 5(c} 
limit fros $60,000- to $75,000 per' year. 

Sincerely yours. 



c/m^A y^^^t-^-^^L, 
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Saptubar IS, 19J9 



Hh Himoiiibl* Fanuuil J. Be OaiBiln 

Chilnun 

Subcconlccee on Flnuclal luclcucloiw 

Supervliioo, RBguUCloD and luunaca 
CDmalltaa « Banking, Finance and Drbao A; 
Houia of ReprHsncatlvai 
IfuhlDEten, a. C. ZOSIS 

DMt Hr. ChalimaB: 



lailen Bould noc tw aubja 
Hh Board haa c 






lubjecc MitCat of TlClaa I, IT and 

Initltuclsna BaguIaCDi; Act o£ 1978, 
lorcad by the CooiDiLtCft 4n Bankljig, 

latlonally eharteced trust organlia- 
>Klbltlaiii o£ the Bank Holding Conpany 



;s eupport of ths 
RegulaciDK Slapllfl- 



■ 1 f 



regulations 



_. „__ ... cludad that the general piocedureB 

ot be applied to another jrOJp of regulatloni. For example an 
ed conuienE period and eMenalve cam {deration of ilcarnaclvca 
t b* althar poaalbla oT dMlrable la the eaia of (1) tachntcal 
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National Association of Mutual Savings Banks 
New yc«i:,N.Y. 10017 



NAMSB 

^^^J September ST, 1979 



The HonoroMe PerTuna J. St Geraain 



Subcoimlttee od rinuielkl InatltutlonB 

Supenrlalon, Resulatlon and Insurance 
CooBlttee on Banking, Finance and Urban Affairs 
Bouse of RepreseotatlTes 
Wublnstoa, D.C. SOSIS 

Dear Kr. Chalraas: 

•OiB national Association of Mutual Savlnge Bank* af^eciatea thit 
opportunity to eoaBant on tbe Dapoaltotr Institutions Act of 1979. Tills legls 
tion, aa lotrodueeA anfl ivprovad tgr Vb» Bubconolttee on Septeober £6, vould fo 
the no*t part ansnd federal banking statutes in areaa vhlch bave no direct 
B.ppllcBbllltT to mitual savings banks. As such, tbls Association takes no 
position on Titles I and II of the bill. 

Ob t)iA other hand, Title III of the bill, tbe so-called Financial 
Hegulation SIiqlliflcBtlon Act, is a natter of eonalderable interest to this 
industiy and wa would like to eiqfraes our airport for it. Although the FDIC, 
tbe principal federal supervisor for mutual savings hunka, recently adopted a 
revised policy on regulatory procedures. Title Tllmuld mandate some addltlnna 
in^roTeiBantB. For ezai^lc. Section 303fli) vould require all the federal 

respictive regulations. Section 303 vould also be particularly helpful since 
provldCB a mechanism for EJongreasional reviev of the actual progi-Fsa achieved 
iopleaenting Iji^roved regulatory procedures. 



Title IV of the legislation vould make a nunber st minor 




loss iitortant changes to the Federal Home Loan Bank Act and relat 




au^Kirt the reduction in the federal Insurance reserve, contemplat 








autuftl SBvInga hank converting to a federal charter. Ue «u«geBt t 


hat the changes 


conten^ilBted by Sactlona Ii03 and UOU are llkevlBH mrltorlous sine 


e they vould 


cui obtBlii Isadable funds for mortgaee investments. 


r institutions 



There Is one additional matter vhlch we vould like to recomnen 
□slderation In connection vlth ttala legislation. This proposed ainendm 
d high grade corporate and utility securities to the list of eligible 
t purposea of meeting Federal Home Loan Bank liquidity requirement s- 
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k to 10 perecBt of aupcmUM DotMaaUBg. Qoallfrlac amKta iacliide ca. 
lank deposits and BorornaMIt obH^itloiu* Ovr proposal is aiifi]^ to m 
atatut* ao that, aubjeet to Fidaral floaa E«aa Baak Board approval^ 
aeeurltlaa vfalch tend to carrr a bicker Tield than gorvrmit securitiea voiild 

Aa indicated Iv tlie itlailHrl eont of the mn^aaiit , oolf tte hishest 
grade corporvte aaciiritlai vould v^ality and for thia puipow the Federal OomB Loan 
Bank Bnard BDuld han Us astlBrltT to estabUsb tbt ratios acuey. Nareover, tk« 
■tatutary language furtlier roatrleta eligible booda to ttuie vlth aa areraxe aaturltr 
of 10 Tean or leia. Of conrae, oothing in tbe aeoteeot easels the Boaid to act, 
it BETnlx antborlKS corporate bonda to be added to Uie Uit of sligible aaiata if 
and abm the Board deeas it prudaat to do ao. 

nie l^ortanea of lilcrca*«d esraings to aitual saTings bazika, and other 
thrift Inatltutlona, caoDot be o»«e»tl»ated in tha current eniirooneot of rapidly 
rlaiag coata of int«rast paid to depositor*- hrvitting thoae Bank Board acSbera 
" " t llqBldltjr 



AlchDugh the ChaliaaB of tbe TMeral Bo^ Loan Budc Board, In a neat 
letter to COigm^Ba D'AKHn, registered objection to Um um of coFinrvte bonds 
aa liquid aiaets, va respectfaUT disagree vlth his statfent that these Instrunaa 
•ra not rradilf conwertible to eaah. Such bcoda are vldelj traded on national 
■arfceta en a dallj baais. «a laitad, soTerBBant aeeuritiea now qualify aa liquid 
•aaets and the? are subject to tb* (sbb BBilMt forc** affecting currsit TtluaCloo 

declining interest ratal 

e ea en dne n t vhich ve are suggesting la 

taken the libertr of aendi 
Conittee on Banking, rina 



■■^/u^ 
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The flrat laateace of Section ;A(b} of the Federal Hone 
Loan Bank Act| as amended, iB anendel as folLovs: 
strike the "and" before "(3)"; 

the rollcnUng: 

"and, W to (ucta eitent ai the Board nay approve, 
corporate obllsationa vlilc)i receive the highest rating of an 
independent ratine aervtce to be desifnated by the Board, and vhich 
have an average naturltjr of 10 year* or lees." 
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LapgQAg* to be deleted strucl throufih, nev iBjiguBge uodprllned. 
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October ZZ, 1979 



Tht Honorable Fernand 0. St Gennin 
House of Representatives 
Uashlngton, D.C. 205)5 

Dear Hr. St Gennin: 

I aa MHtlng to Inform you of the National Leigue's strong support for 
H.R, 5280 whleh Is scheduled to be considered by tfie Banking Comnlttee 
this week. Title IV of the bill will provide much needed changes that 
will substantially Improve the operation of the Federal Home loan Bank 
System and the capital position of savings and can associations. There 
are, however, three anendiwnts (*1ch iwy be offered •*(ch we would also 
strongly support. 

High Cost Areas 

One amendnent deals with high cost areas designations. The Hone Owners 
Loan Act specifically designates Alaska, Guam and Hawa as high cost 
areas In those three areas the federal saving and loan association 
mortgage limit is 5ot higher than the statutory imit This approach 
■WBs adopted over Forty years ago and has remained unchanged to thi day. 
He therefore welcomed the amendment adopted by the lukarmittee ustruct- 
ing the Federal Home Loan Bank Board to study alternatives to the present 
treatment of rrortgage cei ings. There 1s an urgent need, however to 
recognize that in at least 17 areas In the continentai In ted States 
housing prices exceed prices In Hawaii and the t75.OO0 level provided In 
H.R. 5230. For this reason, we urge your support for an amenilfient to give 
the Bank Board the authority to designate additional high cost areas 
This critically needed change will enable federally chartered associations 
to neet the loortgage credit demnd of their ccnnunities as required by the 
Comnunlty Reirvestment Act. 

Invettiwiit In Service Corporations 

This amenchMnt would penntt federal savings and loan associations to Invest 
up to 21 of their assets n service corporations. The current Unit of IS 
was established In 1964. Service corporations have become an Increasingly 
liportant aspect of savings and loan operations. Service corporation activ- 
ities Include appraisal, credit reporting, accounting and advertising ser- 
vices which help to reduce costs to the associations and ultiMtely to the 
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associations custoners. Conputer and data processing services are 
also connan and are often conducted on a state-wtde basis by service 
corporations owned by a group of associations. These activities take 
fu11 advantage of economics of scale and facilitate Innovations and 
advanced services to both savers and borrowers. The activities of 
these units are closely monitored and regulated by the Bank Board. 
In many cases an association's service corporation has earned profits 
for the association which has enabled It to expand its services to 
its customers. While the Increase called for In the anenibiient fs 
nodest. It will enable many associations to weather a very bleak pro- 
fit picture in the next year. 

State Usury Laws 

This amenthent will provide for a preemption from state usury law for 
mortgages eligible for sale to the Federal secondary market agencies- 
We strongly support this amendnent. State usury laws are anti-consutner 
In that they have the effect of denying mortgage loans wiien market rates 
are above the usury ceiling. The have also created artificial barriers 
to an achievemnt of the Congress' goal of maxlnlzlng home ownership 
opportunities. The Conalttee and the House have passed tMO similar 
preemption hills this year and we hope the mortgage preemption will 
receive the same support. 

:t promptly to approve H.R. 
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